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Executive summary 


Introduction 


ful Higher education institutions spend significant amounts of money on the 
procurement of goods and services, with institutions in England having a 
combined annual non-pay spend of £3.25 billion in 1996-97. In order to obtain the 
best value for money from these goods and services, procurement decisions need 
to take into account factors such as the cost over the whole life of the good or 
service, and the quality necessary to meet users’ requirements, as well as the 
initial purchase price. 


2 In 1993 we reported on “University Purchasing in England”, covering the 
33 universities that existed at that time. A subsequent report by the Committee of 
Public Accounts in 1994 concluded that good progress had been made in 
improving purchasing practices at many universities, but that sustained effort on 
some initiatives was required if the significant savings possible were to be 
achieved. A new higher education sector, comprising 140 institutions in England, 
has since been created, following the removal of the distinction between the 
universities and the former polytechnics and colleges of higher education. We 
examined the co-ordination, leadership and strategic direction of procurement, 
the use of performance measurement and information systems, and procurement 
practices in the new sector. Our methodology included a survey of all English 
higher education institutions, and visits to eight of these institutions. 


Ei We found that the sector has made substantial progress in improving 
procurement practices but that some further financial savings could be achieved 
by extending good practice more widely across all institutions. Using our survey 
results, we generalised from a sample to estimate that institutions across the 
sector saved around £42 million or 1.3 per cent of their non-pay expenditure in 
1996-97 by adopting good procurement practices. This builds on savings of 
around £90 million achieved by the sector during the period 1994-95 to 1995-96. 
We also used the results of our survey to estimate that that there was potential for 
achieving additional savings of around £22 million in 1996-97. Our survey showed 
that key factors influencing the level of savings achieved included the existence ofa 
formal procurement strategy, and employment of a specialist member of staff with 
responsibility for procurement. The scope for further savings from these and other 
elements of good practice will vary among institutions, however, as each 
institution will be at a different stage in its development of good practice. 
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Co-ordination, leadership and strategy 


4 The sector responded positively to our 1993 report on “University 
Purchasing in England” and to the subsequent report by the Committee of Public 
Accounts. In particular the sector encouraged developments in procurement by 
continuing to support the role of a Central Purchasing Co-ordinator, and by 
developing and following up an “Action Plan on Purchasing”. The subsequent 
creation of a Joint Procurement Policy and Strategy Group to co-ordinate and 
promote the activities of the English, Scottish and Welsh sectors, and of a 
“Procurement Strategy for Higher Education”, also represented further positive 
steps forward. 


5 | Since the Joint Procurement Policy and Strategy Group issued the 
“Procurement Strategy for Higher Education” in 1996, it has received regular 
reports on progress against the Strategy. The sector has, however, recognised that 
there is now a need for more monitoring of the extent to which institutions adopt 
: centrally-developed procurement initiatives, and for greater assessment of the 
effectiveness of these initiatives at local level. The creation of a new Directorate of 
Procurement Development, with objectives that place a greater focus on 
implementing the Strategy, and on monitoring and assessing the impacts of 
sector-wide initiatives at institution level, is therefore a positive step. 
G The sector has made progress since 1993 in developing the role of 
purchasing consortia. In particular, all regional consortia now have a full-time 
secretariat. The Funding Council believe that these resources should assist the 
consortia in implementing aspects of the “Procurement Strategy for Higher 
Education” (such as the promotion of national purchasing agreements) for which 
they have responsibility. The overlap between the commodities and services 
covered by each of the consortia indicates that there could be scope to establish 
more inter-regional and national agreements, and to rationalise existing 
agreements. The sector has begun to address this through a review of the current 
overlap between several existing regional and inter-regional agreements, and the 
creation of a protocol for establishing national agreements. We also found that the 
regional consortia were beginning to obtain the management information 
necessary to make an assessment of their effectiveness, but that there is still much 
to be done in this area. 


kd The majority of institutions that responded to our survey had, or were in the 
process of establishing, formal procurement strategies that had been overseen and 
approved by their senior managers and governing body. We found, however, that 
more institutions could usefully provide senior managers and members of the 
governing body with reports on the effectiveness of their procurement activities. 
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8 | The majority of institutions responding to our survey had arrangements to 
deal with potential conflicts of interest which might arise in relation to 
procurement decisions, in particular by maintaining a register of interests for 
members of the governing body. In over half these cases registers also covered the 
interests of members’ close relatives and of staff with the authority to commit the 
institution to significant amounts of expenditure. Subsequently, the Higher 
Education Funding Council for England (the Funding Council) told us that all 
institutions now have registers of interest, are developing them, or are reviewing 
the need for them in the light of debate about their long-term strategic future. 


9 | A revised version of the “Procurement Strategy for Higher Education” was 
developed in 1998. The Joint Procurement Policy and Strategy Group issued the 
revised Strategy to the sector for consultation in February 1999, and expects to 
publish a final version in July 1999. A range of other procurement guidance is also 
being developed. These initiatives give further emphasis to monitoring the impact 
of sector-wide developments at institution level, and to following up the issue of 
central guidance with additional support to institutions. They also emphasise the 
need for senior management and governing body involvement in procurement and 
for adequate arrangements to deal with potential conflicts of interest. 


Recommendations 


EI} We recommend that the Funding Council, operating through the Joint 
Procurement Policy and Strategy Group as appropriate, should: 


a) ensure that the Directorate of Procurement Development follow through their 
plans for more monitoring of the extent to which institutions adopt initiatives 
that are developed centrally. This will provide the members of the Joint 
Procurement Policy and Strategy Group with the additional information 
necessary to assess the impact of central initiatives on procurement practices at 
institutions; 


b) continue to encourage institutions to harness more effectively their purchasing 
power, and reduce administration costs, by exploring the possibility of greater 
co-operation between the purchasing consortia; and 


c) carry. out more monitoring of the extent to which the strategic aim of 
maximising the benefits to be obtained from the use and development of 


purchasing consortia has been achieved. 


Procurement in the English Higher Education Sector 


Eky We recommend that all institutions should: 


d) secure senior management and governing body support for, and oversight of, 
their procurement activities by providing them with regular reports on 
performance against the institution’s procurement plans; and 


e) continue to recognise the need to ensure the propriety of procurement 
decisions by maintaining registers of interests, and ensure that these cover the 
interests of governors and their close relatives, and of staff with the ability to 


commit the institution to significant amounts of expenditure. 


Performance measurement and information systems 


EF] Institutions currently make some use of procurement performance 
measures and targets. However, notwithstanding the evidence of financial savings 
produced by a number of institutions, little progress has been made to improve 
formal performance measurement since the “Procurement Strategy for Higher 
Education” was issued. The Directorate of Procurement Development intend to 
review possible procurement performance measures by July 1999. 


EFi Institutions could also make more use of benchmarking techniques to 
identify ways in which their procurement processes could be improved. The Joint 
Procurement Policy and Strategy Group recognised the potential benefits of 
benchmarking and issued guidance to institutions in September 1997. Institutions 
are now able to draw on the computerised benchmarking toolkits available on the 
Strategy Group’s website, and we note that the Strategy Group plans to issue 
further guidance on benchmarking in 1999. 


EZ} Many institutions do not yet have comprehensive management systems 
capable of providing detailed information on procurement. This is being 
addressed through one of the initiatives included in the “Procurement Strategy for 
Higher Education”. Institutions are able to generate basic management 
information, but more detailed analysis of non-pay expenditure to identify 
common areas of spend across the institution would assist in the aggregation of 
orders, and allow comparison of procurement data between institutions. Delays in 
the availability of good management information have hindered some institutions 
in adopting other improvements in procurement such as performance measures. 
However, there is now good momentum behind the sector-wide initiative to 
improve procurement management information at institutions. 
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Recommendations 


EE} 239 We recommend that the Funding Council, operating through the Joint 
Procurement Policy and Strategy Group as appropriate, should: 


f) assist institutions’ assessment of their procurement performance by 
recommending suitable procurement management systems, including 
procurement management information systems, as soon as possible; 


g) issue clearer guidance to institutions on how to assess the performance of their 
procurement function, based on the Directorate of Procurement Development's 
planned review of performance measures; and 


h) encourage the Directorate of Procurement Development to monitor the use of 
improved performance measures, and to facilitate the generation of 
comparative data to assist institutions with benchmarking their own 


performance. 


Ey = All institutions should ensure that: 


i) their managers and governors have the means to assess procurement 
performance, by examining the adequacy of management information and of 
performance measures and targets relating to the institution’s procurement 
activities. This should include consideration of the scope for more detailed 
analysis of non-pay expenditure using commodity and supplier coding, based 
on the guidance issued by the Strategy Group on such coding systems in 
August 1998. 


Procurement practices 


The increase in the employment by institutions of professionally qualified 
staff with lead responsibility for procurement represents a significant 
development since our 1993 report. However, we found that where institutions 
employed such members of staff, their involvement did not always extend across 
the range of an institution’s non-pay expenditure to areas such as catering, library 
and premises-related expenditure. The Joint Procurement Policy and Strategy 
Group has recently developed a computerised toolkit which aims to assist 
institutions in assessing the level of influence their central procurement function 


exercises over procurement decisions made in relation to key suppliers. 


Er} We found that the sector had made some progress in identifying the 
procurement training needs of staff, and in ensuring that those involved in 
procurement develop the necessary skills, but that progress had not been as rapid 
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as was hoped for. To provide support to institutions in this area, the Joint 
Procurement Policy and Strategy Group has recently recruited a Deputy Director of 
Procurement Development who has a specific responsibility for professional 
development. It has also established a new training and development programme, 
which the Strategy Group believes will assist institutions in meeting the 
development needs of staff involved. 


EE} 3 While the majority of institutions periodically appraise the quality of 
existing and potential suppliers, more use could be made of such appraisal 
techniques, particularly in institutions that do not employ a member of staff with 
procurement expertise. The majority of institutions maintain a list of approved 
suppliers to assist budget holders, but only around one-third made it clear that 
approved suppliers must be used unless there are clearly defined reasons 
otherwise. The Joint Procurement Policy and Strategy Group has recently 
introduced a number of initiatives that should assist institutions to appraise the 
quality of suppliers. 


EX} = All the institutions visited had issued written guidance to staff on the 
financial procedures relating to procurement, although there was some scope for 
improvement in this guidance. We found significant variation in the level at which 
institutions required budget holders to use competitive procurement processes, 
with some institutions adopting tender limits which were unlikely to result in the 
achievement of value for money from the procurement of goods and services. 
Furthermore, institutions’ guidance did not always make it clear that competitive 
processes should be used unless there are clear reasons otherwise. 


E53 The principles of whole-life costing, which take into account the lifetime 
costs of an acquisition by identifying the costs of operating and maintaining the 
good procured, are intrinsic to many procurement decisions. Institutions need to 
make more systematic and appropriate use of whole-life costing techniques. The 
guidance issued by the Joint Procurement Policy and Strategy Group in 
October 1998 should assist institutions in ensuring that those taking procurement 
decisions are aware of the principles of whole-life costing, and that the techniques 
are applied appropriately. 


Recommendations 


Ej ss All institutions should ensure that: 


j) their level of procurement expertise is sufficient to enable them to implement 
the good procurement practices recommended by this report and to achieve the 
further financial savings associated with such practices; 


k) 
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the skills of their procurement specialist are applied across the institution, by 
reviewing the span and nature of the specialist's influence over the range of 
non-pay expenditure. In particular, institutions should consider whether this 
influence could be usefully extended to, or supplement existing expertise in, 
areas such as catering, library and premises-related expenditure; 


they have the right skills to procure goods and services effectively by identifying 
and assessing the training needs of staff with procurement responsibilities, and 
developing a training programme, drawing on both internal and external 
resources as appropriate, to address their needs; 


m) they deal only with reliable suppliers by periodically appraising the quality and 


o) 


p) 


performance of potential and existing suppliers, and by ensuring that those 
taking procurement decisions use approved suppliers wherever possible; 


their procurement processes comply with the institution's financial policy and 
procedures, and that the propriety of such processes is maintained, by 
checking that they have comprehensive guidance on financial controls relating 
to procurement that includes information such as tender limits and details of 
European Union procurement regulations; 


they achieve control over the extent to which they use competitive procurement 
processes, and therefore secure value for money from the selection of goods 
and services, by setting appropriate levels of expenditure above which written 
quotes or formal tenders are required; and 


they minimise the cost of a good or service over its whole life by ensuring that 
guidance on the use of whole-life costing techniques is issued to staff with 
responsibility for procurement, and that controls are in place to ensure that 
such techniques are used appropriately. Such guidance should draw on the 
Joint Procurement Policy and Strategy Group's guidance on whole-life costing 


as necessary. 
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Part 1: Introduction 


Higher education in England 


EE Higher education institutions are independent bodies generally established 
by Royal Charter or Act of Parliament, and have a common purpose of providing 
education and undertaking research. The Council or Board of Governors of each 
institution is the executive governing body, and carries responsibility for ensuring 
the effective management of the institution and for planning its future development. 


EF] In 1993, the removal of the distinction between the universities and the 
former polytechnics and colleges of higher education created a new higher 
education sector. In 1996-97, the 140 higher education institutions in England 
had 1.5 million students on full-time and part-time courses. Their total income in 
1996-97 was £9.1 billion, including public funding of £5.64 billion (Figure 1). 


SoUrcen Or INCOntetae Figure 1. 


English higher education 
institutions, 1996-97 Sources of income £ billion 


Public funding 


Funding Council Grants 3.00 
Academic Fees and Support Grants 1.05 
Research Grants and Contracts 0.79 
Other Operating Income! 0.30 
5.64 
Non-public funding 
Other Operating Income 1.42 
Academic Fees and Support Grants? GES, 
Research Grants and Contracts 0.58 
Endowment Income and Interest Receivable 0.23 
3.46 
Total 9.10 
Notes: 1. Other operating income from public sources relates to services rendered by UK 


government bodies, health and hospital authorities, public corporations and the 
European Union. 


Be. Academic fees and support grants from non-public sources include fees from 
overseas students and from students on part-time courses. 


Source: Higher Education Figure 1 shows that the most significant source of income for English higher education institutions in 
Funding Council for England 1996-97 was grants from the Higher Education Funding Council for England. 





EF} = The roles and responsibilities of the Secretary of State for Education and 
Employment and the Higher Education Funding Council for England (the Funding 
Council) are set out in the Further and Higher Education Act 1992. The Secretary 
of State determines the policy framework for higher education, including aspects 
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of governance. The Funding Council, which assumed responsibility for funding in 
April 1993, distribute funds to institutions in line with the policy framework set out 
by the Secretary of State. In 1996-97, the Funding Council distributed £3.5 billion 
to English higher education institutions (Figure 1 above). The Funding Council are 
required to ensure the proper use of the funds that they distribute to institutions 
and to promote value for money within the sector. They monitor the financial 
health of institutions, and provide them with good practice guidance. 


ERY Financial Memoranda govern the financial relationships between the 
Department for Education and Employment (the Department) and the Funding 
Council, and between the Funding Council and individual institutions. The 
Financial Memoranda specify the terms and conditions on which public money is 
provided (Figure 2). Under the Financial Memoranda, the governing body of each 
institution has discretion over how the funds are used to deliver teaching and 
research, and is ultimately responsible for the proper stewardship of these funds, 
for ensuring that they are used for the purposes intended, and that they deliver 
value for money. Individual institutions are accountable to the Funding Council 
and ultimately to Parliament for the use they make of public funds. Their governing 
bodies are required by the Funding Council to appoint a designated officer, normally 
the executive head of the institution, to carry out this specific responsibility. 


<eoonstinee ane LEP 


accountabilities in 
higher education in 


England Parliament 


} 


Department for Education and Employment 
Role: to set the policy framework for higher 
education institutions and monitor the 
performance of the Funding Council 


_ 


Higher Education Funding Council for England 
Role: to distribute funds in accordance with the 
policy framework and promote value for money 

in the sector 


_ 


Institutions 










Accountability 


* Financial Memoranda govern the financial relationships between the body making the grant 

and the recipient. They specify the terms and conditions of funding. They require recipients to 

have in place sound systems of financial control. Each funding body monitors compliance with 
Source: National Audit Office the Memoranda. 
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Procurement in the higher education sector 


Non-pay expenditure in 
the English higher 


education sector, 1996-97 


10 


Source: Higher Education 
Statistics Agency 


EF} 0s The 140 higher education institutions in England had a combined annual 
spend on goods and services of £3.25 billion in 1996-97 (Figure 3). This non-pay 
expenditure represented 36.2 per cent of total expenditure by the English higher 
education sector in 1996-97. It is therefore important that institutions obtain 
goods and services in an efficient and effective manner, thus achieving value for 


money. 

Functional area £ billion 
Academic Departments 0.79 
Premises 0.61 
Administration and Central Services 0.49 
Research Grants and Contracts 0.44 
Residences and Catering 0.34 
Academic Services 0.24 
Other Expenditure 0.34 
Total 3.25 


Figure 3 shows that, in 1996-97, almost half of non-pay expenditure in the English higher education 
sector related to spending on academic departments and premises. 





EE3 The term “procurement” covers, for all areas of an institution's non-pay 
expenditure, the entire process of acquiring goods and services from third parties. 
It therefore includes the identification of requirements, specification, assessment 
of risks, management of tendering processes, ordering, contract award and 
management and the monitoring of suppliers’ performance. The procurement 
process takes into account factors such as the cost over the whole life of the good or 
service, and the quality necessary to meet users' requirements. It is distinct from 
the ‘purchase’ of goods and services, which refers to the specific activity of 
committing expenditure and which tends to focus on issues of price rather than of 
value. Figure 4 opposite shows the link between institutions’ income and their 
procurement activities, and Figure 5 on page 12 illustrates the key aspects of 
procurement activity within an institution. 
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Funding flows associated | Figure 4 
with the procurement 


activities of higher 
education institutions 
in England 


















Department for 
Education and 
Employment grant 


Academic fees : Office for 
and Other income'* Science and 
support grants Technology grant 
















Research 
Council 
grants” 


Funding 
Council 
grants* 






fe) f1) 
arexeyait=) 
In-year 
surplus or ““~ 
deficit’ 
Be) 1] 
expenditure 





Non-pay expenditure 










Admini- Research 
Sigelileya) Academic 


Flare mercial gel services 
services 


Residences 
and 
catering 


Academic 
Premises 


(olga) ow-lale| 


fe(ovorclainarcialts 
P contracts 





Notes: 1. Other income includes research income received from sources other than the 
Research Councils, income from UK charities, income from residences and catering, 
fees from overseas students, and other miscellaneous income. 


2. A proportion of Funding Council grants, other income and Research Council grants 
will be given to institutions for specific purposes, such as particular research or capital 
projecis. 


3. An in-year surplus or deficit results from the difference between total income and total 
expenditure. 


4. Other expenditure includes items such as travel and subsistence, fellowships, 
Source: National Audit Office scholarships and prizes, examination and audit fees. 
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12 


The key aspects of 
procurement activity 
within an institution 


Source: National Audit Office 


Figure 5 


Member of departmental staff 
identifies need for good or 
service and ensures that it 

can be met from budget. 



























Procurement specialist 
provides advice on, for example: 
specification; EU tendering 
procedures; supplier selection; 
contract drafting; and negotiation. 


Discusses with 
departmental/technical 
specialists potential sources 
and specification 
for good or service. 










Review national and regional purchasing 
agreements and list of approved suppliers/ 
undertake competitive tendering 
exercise to determine the source of the 
good or service. 


Department raises purchase 
order, which is approved 
and sent to supplier. Goods 
received and checked by department. 


Finance department pay invoice and 


update management information. 


Note: This is an illustrative example. Details will vary between institutions for example, 
depending on their size and whether they operate a centralised or devolved budgetary 
system. 





The Funding Council have previously issued guidance to institutions on 
procurement and held seminars on improving the effectiveness of this function. 
The Funding Council work closely with representative bodies in the sector such as 
the Committee of Vice-Chancellors and Principals, which also promote value for 
money in procurement by developing, disseminating and encouraging good 
practice. In particular, since January 1996 the Funding Council have worked in 
collaboration with the main representative bodies in the sector and with the 
Higher Education Funding Councils for Scotland and Wales through a Joint 
Procurement Policy and Strategy Group (the Strategy Group). This brings together 
all interests and activities in procurement across the United Kingdom higher 
education sector. The Strategy Group is now the main provider of procurement 
guidance to institutions, and has a central role in promoting effective 
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procurement. Key responsibilities for procurement issues in the higher education 
sector are summarised in Figure 6 below. A full list of the various bodies involved is 
at Appendix 1. 


Figures Key bodies responsible for procurement in the English higher education sector 
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Note: See Appendix 1 for a full list of the various bodies involved. 
Source: National Audit Office 


Figure 6 shows the communication flows between the different bodies involved in procurement. 





EE Most institutions are assisted in the operation of their procurement 
function through their membership of regional purchasing consortia (Appendix 1). 
These cover the whole of the United Kingdom and negotiate framework 
agreements with suppliers for goods and services on the basis of the aggregated 
demand of their member institutions. Framework agreements tend to be for goods 
and services such as stationery, laboratory supplies and audio-visual equipment, 
for which standard specifications can be used. As well as providing a forum for 
joint negotiations, the consortia serve as centres for the exchange of knowledge, 
experience and expertise. Membership of the regional consortia by institutions, 
and participation in the agreements that they negotiate, is voluntary. 


13 
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Key success factors for 
effective procurement 


Source: Organisation of 
Procurement in Government 


Departments and their Agencies: 
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HM Treasury, 1993 


EE} 9 A number of national and inter-regional purchasing working groups have 
also been developed, each concentrating on the procurement of specific goods or 
services. These include energy and utility supplies, and information technology 
hardware and software products (Appendix 1). Again, participation is voluntary. 


EET) In 1995 the Government published the White Paper “Setting New 
Standards: A Strategy for Government Procurement” (Cm 2840). The White Paper 
reiterated seven key success factors that characterise effective procurement, 
which had previously been set out in the 1993 HM Treasury report “Organisation 
of Procurement in Government Departments and their Agencies”. The success 
factors, which are closely mirrored in guidance on procurement produced by the 
Funding Council, Committee for Vice-Chancellors and Principals and the Strategy 
Group, are set out in Figure 7. 


|Figutc 7 nese eee 


@ A clear policy and strategy for developing procurement activity 
@ Effective management information and control systems 

@ Development of expertise 

@ A procurement role in corporate management 


B® An entrepreneurial and pro-active approach towards the procurement role, working in partnership 
with users 


® Focusing resources and efforts on those areas where they will be of most value 


® Central co-ordination of activities to ensure sharing of expertise, efficiency and value for money 
through aggregation of demand and rationalisation of products or suppliers 





EREy The Government also published guidance on “Efficiency in Civil 
Government Procurement” in 1998 (HM Treasury/Cabinet Office, July 1998) and 
announced a review of central government's civil procurement activities in 
November 1998. While higher education institutions are not covered by the 
review, the guidance includes issues that have relevance for the sector. These 
initiatives also demonstrate the importance that the Government place on the 
achievement of value for money through procurement. 
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Other work by the National Audit Office and the Committee of 


Public Accounts 


EEF] In May 1993 we reported on “University Purchasing in England” (HC 635, 
1992-93). Our report covered the 33 universities that existed at that time. In 
March 1994 the Committee of Public Accounts published their subsequent report 
(15th Report 1993-94, HC 124), which concluded that considerable progress had 
been made in improving purchasing practices at many universities and that this 
was partly the result of initiatives and guidance from the Funding Council and the 
Committee of Vice-Chancellors and Principals. However, the Committee of Public 
Accounts also noted that many initiatives had yet to be implemented fully, and that 
sustained effort was required if the significant savings possible were to be 
achieved. In particular, the Funding Council needed to liaise closely with 
institutions to promote early and sustained improvements in value for money from 
purchasing and supply arrangements. 


ERE) Since 1993, we have published two other reports that covered procurement 
issues in the higher education sector: “The Management of Teaching and Research 
Equipment in Scottish Higher Education Institutions” (HC 432, 1995-96); and “The 
Management of Building Projects at English Higher Education Institutions” 
(HC 452, 1997-98) (Appendix 2). We are also currently undertaking an 
examination of the use made by universities of grants for research equipment 
funded by the Engineering and Physical Sciences Research Council, which 
includes an examination of the procurement of such equipment. 


ERey In summary, the key issues arising from our reports and those of the 
Committee of Public Accounts have been the: 


M@ need for the Funding Council to liaise closely with institutions to promote 
improvements in value for money from purchasing and supply 


arrangements; 


M@ need for the Funding Council to exercise their monitoring and oversight 
role, and to encourage institutions to adopt the guidance that they issue in 
order to achieve best value from public funds; 


@ need for senior management at institutions to keep a close oversight of 
their purchasing and supply functions in order to ensure value for money 


and the prevention of fraud; 
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M@ importance of reliable computing systems, comprehensive management 
information and performance indicators; 


@ importance of reporting efficiency savings, and of the Funding Council 
ensuring that the momentum to achieve savings throughout the sector is 
maintained; 


M@ need for the Funding Council to encourage institutions to draw on the 
generic skills of their purchasing officers when undertaking building 
projects and to make use of techniques such as whole-life costing; 


HM importance of institutions complying with relevant European Union 
competition directives and adopting appropriate tendering procedures; 


@ need for institutions to obtain a better deal through competitive 
procurement when there is more than one supplier; 


M need for institutions to secure greater influence for the purchasing officer 
and to ensure that staff authorised to make purchases are suitably 
trained; and 


M need for institutions to develop with regional purchasing consortia 
arrangements for the supply of equipment which benefit from 
institutions’ combined purchasing power. 


EEE) Appendix 3 summarises each of the concerns and recommendations of the 
Committee of Public Accounts relating to our report on “University Purchasing in 
England” and the response to those concerns by the Department for Education and 
Employment, the Funding Council and the Committee of Vice-Chancellors and 
Principals (Treasury Minute on the 15th Report from the Committee of Public 
Accounts, Cm 2577, May 1994). Appendix 3 also summarises the concerns and 
recommendations of the Committee of Public Accounts on procurement issues 
following our report on “The Management of Building Projects at English Higher 
Education Institutions”, and the subsequent response by the Funding Council 
(Treasury Minute on the 40th Report from the Committee of Public Accounts, Cm 
4021, July 1998). 
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Other major reports and guidance on governance and procurement 
in the higher education sector 


EET [n addition to our own work, and that of the Committee of Public Accounts, 
we took into account the outcome of the report of the Dearing Committee of Inquiry 
into Higher Education in 1997’, as well as relevant guidance available to the sector 
(paragraph 1.17 below). The Dearing Report noted the general pressure on all 
publicly-funded organisations, including higher education institutions, to improve 
their cost-effectiveness. It recognised the sector's achievement in reducing costs in 
response to a reduction in funding per student of more than 40 per cent in real 
terms over the past 20 years’. The Report concluded that institutions, with their 
current organisation and approaches to learning and teaching, should be able to 
deliver a further one per cent reduction in costs in both 1998-99 and 1999-2000. 
This has since been confirmed in the funding for higher education announced by 
the Secretary of State for Education and Employment. 


The key guidance to the sector on governance issues is the Committee of 
University Chairmen's “Guide for Members of Governing Bodies of Universities 
and Colleges in England, Wales and Northern Ireland”. It covers the need for 
competition, tendering arrangements and issues concerning conflicts of interest 
involving governors or staff. A revised version of the Guide, which takes into 
account the outcome of the Dearing Report and the reports of the Committee on 
Standards in Public Life, was published in April 1998. 


Scope and methodology 


EEry Our examination reviewed the higher education sector's progress in 
developing and implementing improvements in procurement since our 1993 
report on “University Purchasing in England”. Jn particular, we considered the 
procurement practices of the new higher education sector, which comprised 
140 institutions in 1996-97. We also took account of wider developments in the 


procurement profession since 1993. 


EEt) Key elements of our study methodology included: a review of the guidance 
available within the higher education sector and more generally on good 
procurement practice; a survey of all English higher education institutions; and 





1 The National Committee of Inquiry into Higher Education: Higher Education in the Learning Society, July 1997. 


2 Data from the Department for Education and Employment show that much (35 per cent) of this reduction in funding 
has occurred over the eight years to 1996-97. 


17 


Procurement in the English Higher Education Sector 


18 


visits to eight institutions. We also interviewed key staff and reviewed 
documentation at the Funding Council and the Committee of Vice-Chancellors and 
Principals. More detailed information on the methodology used in our study is 
given in Appendix 4, which includes a copy of our survey questionnaire form. 


EF{} The remainder of this report is divided into three parts: Part 2 covers the 
co-ordination, leadership and strategic direction of procurement within the sector; 
Part 3 covers performance measurement and information systems; and Part 4 
covers procurement practices. 


EFs8 This study required the active co-operation of procurement, finance and 
other personnel in the institutions examined, and we are grateful for this 
co-operation. We are also grateful to the institutions that completed our survey of 
procurement practices and for the assistance provided by BMRB International 
who co-ordinated and administered the survey. We were also assisted by a number 
of other outside bodies and individuals. A full list of participants is given in 
Appendix 4. 
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Part 2: Co-ordination, leadership and 
strategy 


EX] This part of the report sets out the results of our examination of the sector's 
arrangements for providing co-ordination, leadership and strategic direction for 
procurement activities, and the extent to which these reflect the key elements of 
good practice (see Appendix 4 for further details of the methodology used). Our 
review examined: 


M the progress made in developing sector-wide initiatives to take forward 
improvements in procurement; 


M the operation of purchasing consortia and national purchasing 
agreements; 


M@ the development and use by institutions of procurement strategies; and 
M@ senior management and governing body involvement in procurement. 


Sector-wide initiatives 


EF] The sector has established a number of initiatives to take forward 
improvements in procurement since our 1993 report and the subsequent report by 
the Committee of Public Accounts. The key elements are discussed further at 
paragraphs 2.3 to 2.13 below. 


The Central Purchasing Co-ordinator 


EX} In 1992, in parallel with our previous examination, the Committee of 
Vice-Chancellors and Principals established the office of the Central Purchasing 
Co-ordinator (the Co-ordinator) with the aim of providing a focus for developing 
best procurement practice across universities in the United Kingdom. The scope of 
the Co-ordinator's work was broadened with the removal of the distinction 
between the universities and the former polytechnics and colleges of higher 
education in 1993 (paragraph 1.2 above). To meet these additional 
responsibilities, the Co-ordinator's office was expanded in 1993 to include an 
Assistant Purchasing Co-ordinator. 
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Issues identified by the 
Committee of 
Vice-Chancellors and 
Principals’ survey in 
November 1994 on 


developments against the 
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“Action Plan on 
Purchasing” 


Source: Higher Education 
Funding Council for England 


The Action Plan on Purchasing 


EZ] In December 1993 the Committee of Vice-Chancellors and Principals 
published an “Action Plan on Purchasing” for universities in the United Kingdom 
(the Action Plan). The Action Plan took into account the recommendations made in 
our report, and stated how far the sector had acted upon each of these 
recommendations. It set objectives for individual institutions and the wider sector 
as a spur to improvements in procurement policy and development of further 
professional practice, and included target implementation dates for specific 
improvements. It also provided the focus for the subsequent work of the 
Co-ordinator's office. 


B=] In November 1994 the Committee of Vice-Chancellors and Principals 
surveyed all higher education institutions in order to assess developments in 
procurement against the Action Plan. The results reported in July 1995 showed 
that, although there had been improvements in institutions’ aspirations and 
commitment, there remained issues to be addressed (Figure 8). 


M A need for Vice-Chancellors and heads of administration to be much more involved in and more 
knowledgeable about the procurement function 


@ Major gaps in training of staff involved in purchasing at all levels 


@ A need to adopt performance indicators, performance measurement (including the quantification 
of savings) and benchmarking 


@ Standard coding structures should be developed and adopted 
@ An absence of stockholding policies in a majority of institutions 


@ The proportion of non-pay expenditure monitored by purchasing officers does not cover major 
areas of spend 


@ An absence of information systems support for the purchasing function in most institutions, 
resulting in a lack of management information 


@ The operation and support of the regional purchasing consortia should be reviewed 


M@ | imited impetus for a national coding system 





Procurement Strategy 


for Higher Education 
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The Joint Procurement Policy and Strategy Group 


Eq sin October 1995 the Committee of Vice-Chancellors and Principals and the 
Funding Council, in conjunction with the Standing Conference of Principals, the 
Committee of Scottish Higher Education Principals, and the Higher Education 
Funding Councils for Scotland and Wales (Appendix 1), decided to bring their 
respective activities in the field of procurement together under the control of a 
steering group - the Joint Procurement Policy and Strategy Group (the Strategy 
Group). The Funding Council told us that this was prompted by: 


HM recognition of the need to co-ordinate all procurement activity through a 
single, sector-wide group with a clear sector-wide strategy; 


M the outcome of the review by the Committee of Vice-Chancellors and 
Principals of developments against their Action Plan (paragraph 
2.5 above); and 


@ the publication of the Government's White Paper “Setting New Standards: 
A Strategy for Government Procurement” (paragraph 1.10 above). 


The Strategy Group was constituted to represent all sector interests and 
would seek to co-ordinate and promote the various activities on procurement. The 
Strategy Group held its first meeting in January 1996. Its first tasks were to 
develop a strategy for procurement and an implementation plan for delivery. 


The Procurement Strategy for Higher Education 


EX} In September 1996 the member bodies of the Strategy Group published a 
“Procurement Strategy for Higher Education” (the Strategy). The Strategy 
document included a plan that set out how the Strategy was to be implemented, by 
whom and when. Lead responsibility for different elements of the Strategy was 
split between the Central Purchasing Co-ordinator, the Higher Education Funding 
Councils for England, Scotland and Wales, the regional purchasing consortia and 
the Strategy Group. The seven elements of the Strategy, the key aspects of the 
implementation plan and progress against each aspect of the plan are summarised 


in Figure 9 overleaf. 
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Figure 9 Progress on implementing the Procurement Strategy for Higher Education 


Element of strategy Aspect of implementation Progress on implementation 
[see paragraph references for further information] 


1.lmprove training and skills ® Develop training strategy @ Suite of procurement training courses made 
development @ Develop training programme available between 1995 and 1998, following initial 
® Monitor delivery of good practice in work by Central Purchasing Co-ordinator's office, 
training and skills development but take-up poor. A number of institutions run 


in-house training programmes and the majority of 
regional purchasing consortia have introduced 
training initiatives. New training and development 
programme has been established to be taken 
forward by Strategy Group and regional consortia. 
[Paragraphs 4.9 - 4.12 below. ] 








2.Benchmark to external standards & Develop and apply benchmarking ™ Guidance on procurement benchmarking issued in 
of price and process performance techniques to institutional procurement 1997. Computerised toolkit for the guidance on 
processes benchmarking procurement processes added to 


Strategy Group's website in more user-friendly form 
in December 1998. Also in December 1998, 
Strategy Group issued an additional computerised 
toolkit with potential to enable comparisons 
between institutions for some aspects of their 
procurement functions. Strategy Group plans to 
issue further guidance in 1999. 

[Paragraphs 3.10 - 3.12 below.] 





3. Improve procurement ™ Establish a nationally accessible @ Procurement website became operational in 
management information systems electronic Purchasing August 1998. Further information to be added to 
Index/Noticeboard website as it continues to develop. 


[Paragraphs 3.25 - 3.26 below. ] 


@ Develop and promote the use of @ Following issue of earlier guidance by Committee 
procurement performance measures of Vice-Chancellors and Principals in 1995, 

definitions for 29 core performance measures 
agreed by December 1996. Measures circulated 
to majority of institutions for consultation, but no 
clear guidance subsequently issued to all 
institutions. Directorate of Procurement 
Development to review measures by July 1999. 
-[Paragraphs 3.6 - 3.8 below.] 


continued... 
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Figures Progress on implementing the Procurement Strategy for Higher Education (continued) 


Element of strategy Aspect of implementation Progress on implementation 
[see paragraph references for further information] 





M™ Assess and advise on a bespoke ® Project group developed specification and 
‘ information technology-based identified software in 1996. Pilot exercise to trial 
procurement management system two of four systems completed in August 1998. 


Implementation of another pilot began in 

April 1999, with completion of final pilot subject to 
discussion with the institution concerned. Strategy 
Group plans to issue guidance on selecting 
procurement management systems in June 1999. 
Evaluation of outcomes from all four pilot sites will 
be published in support of guidance. 
[Paragraphs 3.20 - 3.23 below. ] 


™ Assess and advise on institutional use of ™ Website project is a first step towards enabling 


electronic trading electronic trading. Strategy Group envisages that 
electronic trading will be piloted during 1999. 
[Paragraph 3.27 below. ] 
4. Monitor and evaluate the ™ Encourage price comparisons between ® Following completion of earlier price monitoring trial 
effectiveness of procurement higher education institutions, and with in 1995, proposal for one regional purchasing 
procedures and performance other external bodies consortium to test further the use of price 


monitoring superseded by separate decision of 
three consortia to become actively involved in the 
use of the technique. To be taken forward by 
Directorate of Procurement Development. 
[Paragraphs 3.13 - 3.17 below.] 


M Develop and promote the use of ™ Strategy Group issued guidance developed by 
whole-life costing consultants in October 1998. An accompanying 
computerised toolkit and guidance note 
subsequently added to Strategy Group's website. 
Workshops and presentations being held 
throughout the sector. 














[Paragraph 4.24 below.] 
5.Encourage standardised coding @ Provide and maintain a standardised B Central Purchasing Co-ordinator's office completed 
systems commodity coding service to the higher database of standard classifications and codes in 
education community 1996 and produced draft report in 1997. Strategy 


Group issued an advisory document in 

August 1998. The Director of Procurement 
Development told us that some comparative spend 
data has been derived from the regional consortia 
using this coding system, and that this has been 
promulgated to institutions. 

[Paragraph 3.24 below. ] 


continued... 
OOOO EEE 
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Figure Progress on implementing the Procurement Strategy for Higher Education (continued) 


Element of strategy Aspect of implementation Progress on implementation 
[see paragraph references for further information] 


6.Monitor the dissemination of good = ™ Publish anew Purchasing Directory for i Revised versions of “Purchasing in Higher 


practice in procurement and the sector Education: A Directory” published each year from 
outcomes from other elements of 1996 to 1999. 1999 edition included on Strategy 
the strategy Group's website. 


[Paragraphs 3.25 - 3.26 below. ] 


@ Consider information from other groups &@ Guidance issued on procurement of building and 
on developments in procurement engineering projects (January 1997) and 

equipment (August 1998). Strategy Group is 
currently considering the specification for further 
guidance on procurement of services. Website is 
seen as a key development in facilitating 
dissemination of information. 
[Paragraphs 3.25 - 3.26 below. ] 


@ Annual report on progress in @ Strategy Group has considered regular reports on 
implementing plan progress against Strategy. In addition, Strategy 
Group's first annual report, covering progress from 
September 1996 to December 1997, sent to 
Funding Councils and sector bodies in April 1998 
and subsequently distributed to head of each 
institution by the Funding Council. 
_[Paragraph 2.10 below] 


7.Maximise the benefits to be @ Examine the rationale underpinning @ Consortia Chairmen, Secretaries and Co-ordinators 
obtained from the use and national and regional procurement began review of consortia operations in June 1997. 
development of purchasing initiatives Findings of review presented to Strategy Group in 
consortia @ Develop analysis of institutional, regional September 1998. The Directorate of Procurement 
and national expenditure Development are now following up on this review. 
@ Explore ways of promoting co-operation Protocol for establishing national purchasing 
™ Promote use of national agreements by agreements agreed in January 1999. Review 
consortia begun of the existing strategy for national 


purchasing agreements and of the current overlap 
between several existing regional and inter-regional 
agreements. Comparative spend data from the 
regional consortia being used to identify 
commodities where aggregation across consortia 
could lead to increased coverage through national 
purchasing agreements. 

[Paragraphs 2.14 - 2.15, 2.17 and 2.19 below. ] 


Source: Joint Procurement Policy and Strategy Group 
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EX] The Strategy covers the key issues identified by the Committee of 
Vice-Chancellors and Principals' survey, together with those identified in the 
Government's 1995 White Paper “Setting New Standards: A Strategy for 
Government Procurement” (paragraph 1.10 above). The Strategy states that it will 
require commitment from heads of institutions in addressing all non-pay 
expenditure, both recurrent and capital, in order to achieve value for money in the 


Joint Procuremont Policy and 
Strategy Grou> 


delivery and acquisition of goods, services and projects. A revised Strategy and 


Procurement Strategy for Higher 
Education 


_ implementation plan developed in 1998 were issued to the sector by the Strategy 
Group for consultation in February 1999. The Strategy Group expects to publish a 
final version in July 1999. The proposed revised Strategy includes a new element 
concerning the need to secure commitment to procurement from governing bodies 


and senior managers. It therefore addresses more explicitly how institutions can 





ensure that governors and senior managers are more involved in and have greater 
awareness of procurement within their institution. 


ERT] The regular reports on progress considered by the Strategy Group have 
shown that progress against several elements of the Strategy has not been as great 
as originally planned. With the benefit of hindsight, it became clear that some of 
the targets expressed in the Strategy, especially in relation to timescales, were 
over-optimistic. Some of the target dates had been passed by the time the Strategy 
was issued, and several of the consultative and evaluative processes have required 
a longer period than was allowed for. The Funding Council told us that the 
timetable set for the Strategy implementation plan was deliberately ambitious in 
order to provide an impetus to procurement developments in the sector. Details of 
the monitoring arrangements in place since the creation of the Directorate of 
Procurement Development are given in paragraph 2.13 below. 


REN Since the Strategy was issued, the Strategy Group has not yet evaluated 
fully the extent to which institutions have adopted the initiatives that have been 
developed centrally, or assessed the effectiveness of those initiatives at a local level. 
The Funding Council told us that the initial focus for the Strategy Group was to 
develop a range of initiatives for use by institutions. But that the focus has now 
changed, with an increase in the resources being devoted to supporting 
implementation, and to monitoring the impact of the initiatives that it has 
developed (paragraphs 2.12-2.13 below). This is reinforced in the proposed 
revised Strategy (paragraph 2.9 above). 
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The Directorate of Procurement Development 


ERP] In June 1997 the Strategy Group reviewed the existing support for 
procurement activities in the sector. It considered that: 


™ accountability and priority setting could be improved if support for 
procurement activities was provided by staff that were directly 
responsible to the Strategy Group; 


M there was evidence that the efforts of the Central Purchasing Co-ordinator 
were being spread too thinly across too many issues. There was a need for 
an approach focused more on implementing the Strategy and increasing 


the resources to enable this to be achieved; and 


M@ the existing level of resources in the Central Purchasing Co-ordinator's 
office was not thought sufficient to cover all areas of non-pay expenditure. 


PSF] The Strategy Group therefore decided that a new Directorate of 
Procurement Development, comprising three procurement professionals and an 
administrative officer, should support its work. The Central Purchasing 
Co-ordinator continued to support the Strategy Group until the Director of 
Procurement Development took up post in May 1998. The aims of the new 
Directorate are set out at Appendix 5. These place a greater emphasis on 
delivering the Strategy and implementation plan, and on monitoring and assessing ~ 
the impacts of sector-wide initiatives at institutional level. One of the first tasks for 
the new Directorate has been to review the Strategy and implementation plan. The 
Funding Council estimate that the new Directorate, which is funded jointly by the 
members of the Strategy Group, should be able to save some £15 million a year. 
The Strategy Group has set up a sub-group to meet with the Director of 
Procurement Development regularly to monitor progress. 


The operation of purchasing consortia and national purchasing 


agreements 
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ESV] The “Procurement Strategy for Higher Education” includes an objective to 
maximise the benefits from the use of purchasing consortia (Figure 9, page 22). 
The new Directorate of Procurement Development are tasked with taking forward 
this objective, in particular by co-ordinating the activities of the consortia in 
producing inter-regional and national agreements, and reporting on the savings 
and benefits achieved (Appendix 5). 
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EST The group of Consortia Chairmen, Secretaries and Co-ordinators 
(Appendix 1) began a review of consortia operations in June 1997. The aims of the 
review were: 


M to assess the success of the current positioning of procurement products 
and services within the national, regional and institutional procurement 
framework; and 


M to make proposals relating to roles and responsibilities and information 
exchange that would minimise duplication of effort amongst national, 
regional and institutional operations while allowing each of these 
operations to optimise their delivery against the “Procurement Strategy 
for Higher Education”. 


The group issued questionnaires to all institutions that were members of one of the 
seven regional purchasing consortia that cover the United Kingdom. They also 
took into account the perceptions of suppliers. The results of the review were 
presented to the Strategy Group in September 1998. The Directorate of 
Procurement Development are now following up on this review. 


PRT Our 1993 report on “University Purchasing in England” highlighted the 
view of consortia secretaries that limited resources were a serious constraint on 
the ability to establish consortia as a credible influence in higher education 
procurement. We found that, at the time of our visits, such constraints still existed. 
For example, one regional consortium, whose members had a combined annual 
non-pay expenditure of approximately £280 million in 1997-98, employed only a 
part-time purchasing co-ordinator’ and operated with an annual budget of 
£25,000. Although the consortium had established a range of objectives, which 
included the collation of information relating to levels of expenditure, little 
progress had been made in addressing a number of the objectives due to the lack of 
resources available. While the other four regional consortia in England have a 
full-time secretariat, two of the consortia told us that the level of administrative 
resources available had impeded progress in implementing strategic functions, 


such as the analysis of consortium-wide expenditure.’ 





3 A full-time purchasing co-ordinator has been in post since November 1998. 


4 One of these consortia has appointed an additional procurement professional who took up post on 1 March 1999. 
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Example 1: 


Four of the five regional consortia in England operate commodity groups 
for specific areas of non-pay expenditure. These groups are comprised of 
representatives from member institutions, who explore areas where potential 
agreements can be made, develop the technical specifications for tenders, and 
evaluate tender documents from suppliers. We found that the range of commodity 
groups established by each of the consortia were broadly similar, suggesting that 
there is scope to establish more inter-regional and national agreements. In 
November 1998 the heads of the regional purchasing consortia began an 
examination of the existing strategy for national agreements and a review of the 
current overlap of several existing regional and inter-regional purchasing 
agreements. In January 1999 they also agreed a protocol for establishing national 
agreements. The Funding Council told us that, in their view, this should lead to 
increased collaboration between consortia and reduce overlap between 
purchasing agreements. 


ERTI As part of our examination, we noted examples of regional consortia and 
national purchasing working groups (Appendix 1) co-operating in a number of 
ways (Example 1). 





Co-operation between regional consortia and national purchasing working 
groups 


@ Two of the English regional purchasing consortia, and the Scotland and Northern 
lreland Purchasing Consortium, have co-operated to negotiate a national agreement for 
the procurement of photocopiers; and 


@ the Computer Supplies Commodity Group of one consortium has been involved in 
encouraging the up-take of the Microsoft Select agreement, which is administered by 
the Combined Higher Education Software Team. 





ERE} We found that none’ of the regional consortia were able to analyse data 
supplied by institutions using commodity coding systems, although our review 
established that three of the five regional purchasing consortia in England are, on 
an individual basis, conducting an analysis of non-pay expenditure using 
institutions’ payments ledgers. This gives a broad indication of the take-up of 
consortium agreements. The sector does not, however, analyse annual non-pay 
expenditure nationally to show expenditure profiles as envisaged in the 
“Procurement Strategy for Higher Education” (Figure 9, page 22). The Directorate 
of Procurement Development have recently begun to compile comparative spend 
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5 One of the regional purchasing consortia informed us that it is now analysing supplier spend data using a high level 


coding system. 


Procurement in the English Higher Education Sector 


data for consortia using a standard coding system, with the aim of identifying those 
commodities where aggregation across consortia could lead to increased coverage 
through national purchasing agreements. 


E22] We sought to establish whether the five regional purchasing consortia and 
the two specialist consortia that we visited had attempted to assess their 
effectiveness. All consortia either currently produce, or plan to produce, an annual 
report containing details of their performance over the past year. These reports 
included details of training or other initiatives to disseminate good practice to 
institutions. In addition, a number of the regional consortia and one of the 
specialist consortia’ assessed the utilisation of framework agreements by member 
institutions. While three of the five regional purchasing consortia and both of the 
specialist consortia had attempted to calculate the financial savings that they had 
achieved, limitations in the management information provided by institutions, and 
differences in the commodities and services covered by consortia, meant that such 
assessments were not always comprehensive or comparable. We noted that only 
one of the regional purchasing consortia had established targets for financial 
savings, and that only two of the regional purchasing consortia had established 
targets for the take-up of their agreements. Neither of the specialist consortia had 
such targets. 


Procurement strategies at institutions 


Joint Procurement Policy and 
Strategy Group 


Mods! Procurement Slralegy 


Draft for Consuttation 





2x) A procurement strategy considers how procurement activities link with 
and contribute to an institution’ overall aims and objectives. A strategy is also a 
useful tool for clarifying the roles and responsibilities for procurement within an 
institution. The strategy should inform key members of staff of the institution’ 
approach to procurement, set objectives and enable achievement against them to 
be monitored. The strategy should also be reviewed regularly to take account of the 
institutions’ changing circumstances. We note that the Directorate of Procurement 
Development (paragraph 2.13 above) have developed a model procurement 
strategy for institutions. This was issued for consultation to institutions in 
February 1999, with a final version expected to be issued by the Strategy Group in 
July 1999. The Funding Council told us that the Strategy Group would then expect 
the model strategy to be used by institutions for assessing or developing their own 


strategies. 


i i EE in nnn 


6 The other specialist consortium does not use framework agreements. 
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Example 2: 


E27] Of those institutions that responded to our survey, half had a formal 
procurement strategy, while a third indicated that such a strategy was in 
development. As non-pay expenditure increased, so did the percentage of 
institutions that had established a formal procurement strategy - only 36 per cent 
of institutions with annual non-pay expenditure of less than £25 million per 
annum had a strategy, while 72 per cent of institutions with non-pay expenditure 
in excess of £25 million did so. 


E22) Where institutions already had a formal procurement strategy, three 
quarters or more included objectives for improving procurement activities 
(89 per cent), a long-term plan to achieve those objectives (77 per cent), or a 
definition of the institution's approach to procurement covering all areas of 
non-pay expenditure (75 per cent). However, fewer than 50 per cent of such 
strategies (42 per cent) included measurable targets. Example 2 shows how one of 
the institutions visited had adopted a formal procurement strategy which 
demonstrated a strategic approach to all aspects of its non-pay expenditure, and 
which focused on specific areas for improvement. 





The benefits of a strategic approach to procurement 


A purchasing department established a three-year business plan that supported its 
strategic role within the institution. An overall aim to achieve annual financial savings of 
£200,000 was supported by a range of objectives, for example: to improve purchasing 
power; and to achieve efficiency savings by re-examining procurement processes. In 
order to achieve the objectives set out in the business plan, the purchasing manager 
focused on maximising the purchasing department's involvement in significant areas of 
procurement. Between 1995 and 1997, specific exercises on market testing, encouraging 
the use of purchasing consortia, and annual tendering, yielded savings of £685,000. 





Senior management and governing body involvement 
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E2%4 Senior management and governing body support for, and oversight of, an 
institution's procurement activities are important factors in monitoring and 
achieving improvement. We found that at most (94 per cent) of the institutions that 
had a formal procurement strategy, a senior manager was responsible for 
overseeing it, most commonly the institution's finance director. The governing 
body had approved the procurement strategy at 80 per cent of the institutions that 
had such a strategy. 


P25] Sixty-three per cent of respondents to our survey stated that reports on the 
effectiveness of procurement activities and progress against objectives were sent 
to senior managers and/or members of the governing body. Those institutions 


Example 3: 


Procurement in the English Higher Education Sector 


which had a procurement strategy were more likely to produce such reports 
(83 per cent issued reports) than those without a strategy (42 per cent issued 
reports). The most common issues reported on included: improvements in 
procurement procedures; improvements in the quality of goods and services 
procured; and the level of financial savings achieved. Example 3 illustrates the way 
in which one of the institutions visited kept senior management and governors 
informed of improvements in the institution's procurement practices. 


LP IE SS BE 


Keeping senior management and governors informed 


The purchasing manager of one institution presented monthly reports to the finance 
director on financial savings achieved by the procurement department. In addition, the 
manager presented an annual report on procurement to the audit committee of the 
institution's governing body, which set out the developments in procurement activity 
across the institution and included objectives for the short and medium term. This enabled 
senior management and governors to monitor developments in, and the impact of, the 
institution's procurement practices. 





Et In order to ensure the propriety of procurement decisions, the Committee 
of University Chairmen, in their “Guide for Members of Governing Bodies of 
Universities and Colleges in England, Wales and Northern Ireland” (paragraph 
1.17 above), advise that members of governing bodies should act and be perceived 
to act impartially and not be influenced in their role as governors by social or 
business relationships. The guide also advises that members of governing bodies 
should declare any pecuniary, family or other personal interest in any matter 
under discussion at any meeting of the governing body or one of its committees at 
which they are present, and should withdraw from that meeting. In addition, 
institutions should maintain a register of members' interests. 


The majority (82 per cent) of the institutions responding to our survey told 
us that they maintained a register of interests, with a further nine per cent of 
institutions being in the process of developing one. In nearly all cases, registers 
covered governors’ interests, and in over half of these cases registers also covered 
the interests of relatives of governors (57 per cent) and staff with the authority to 
enter into major financial commitments on behalf of the institution (65 per cent). 
Subsequently, the Funding Council told us that all institutions now have registers of 
interests, are developing them, or are reviewing the need for them in the light of 
debate about their long-term strategic future. Of the institutions that we visited, all 
had a policy that required governors to declare any relevant interests and 
subsequently withdraw from meetings. At two institutions, we noted that the 
declaration of interests was further encouraged by including a reminder to 
governors on the agenda for meetings of the governing body and its committees. 
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Conclusions on co-ordination, leadership and strategy 
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Per} From our examination of the co-ordination, leadership and strategic 


direction of procurement activities within the sector we concluded that: 


Sector-wide initiatives 


there have been a number of positive developments since the publication 
of our 1993 report on “University Purchasing in England” and the 
subsequent report of the Committee of Public Accounts in 1994. In 
particular: 


the sector encouraged developments in procurement by continuing 
to support the role of the Central Purchasing Co-ordinator and by 
developing and following up the Committee of Vice-Chancellors and 
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Principals’ “Action Plan on Purchasing”; 


the Joint Procurement Policy and Strategy Group and the 
“Procurement Strategy for Higher Education” were subsequently 
established to facilitate further improvement; and 


the objectives for the new Directorate of Procurement Development 
place a greater focus on delivering the “Procurement Strategy for 
Higher Education” and the implementation plan. They also place 
greater emphasis on monitoring and assessing the impacts of 
sector-wide initiatives at institution level. This is reinforced in the 
proposed revised Procurement Strategy; 


M however, there are areas where further progress could be made. In 


particular: 


the “Procurement Strategy for Higher Education” could define more 
clearly the role of senior managers in pursuing improvements in 
institutions’ procurement practices. We note that the proposed 
revised Strategy includes as its first element the need to secure 
commitment to procurement from governing bodies and senior 
managers; and 
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— in developing their role, the new Directorate of Procurement 
Development should provide the Strategy Group with a regular 
overview of the extent to which institutions adopt 
centrally-developed procurement initiatives, and of the effectiveness 
of these initiatives at local level; 


The operation of purchasing consortia and national 
purchasing agreements 


the sector has made progress since 1993 in developing the role of 
consortia. In particular, all now have a full-time secretariat. The Funding 
Council believe that these resources should assist the consortia in 
implementing aspects of the “Procurement Strategy for Higher 
Education” (such as the promotion of national purchasing agreements) 
for which they have responsibility; 


while there is already some co-operation between consortia, the overlap 
between the commodities and services covered by each of the consortia 
indicates that there could be scope to establish more inter-regional and 
national agreements, and to rationalise existing agreements. In 
November 1998 the heads of the regional consortia began an examination 
of the existing strategy for national agreements, and began to review the 
overlap between several regional and inter-regional agreements. A 
protocol for establishing national agreements has also been agreed; 


the regional consortia are beginning to obtain the management 
information necessary to make an accurate assessment of their 
effectiveness, but there is still much to be done in this area. This will 
depend in part on improvements in the quality of the management 


information provided by institutions; 


Procurement strategies 


the majority of institutions had, or were in the process of establishing, 


formal procurement strategies; 
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Senior management and governing body involvement 


institutions had involved their senior managers and the governing body in 
overseeing and approving procurement strategies. However, more 
institutions could usefully provide their senior managers and members of 
the governing body with reports on the effectiveness of the institution's 
procurement activities; and 


the majority of institutions had arrangements to deal with potential 
conflicts of interest, in particular by maintaining a register of interests for 
members of the governing body, thereby contributing to the propriety of 
procurement decisions. In addition, a number of institutions had also 
included within their registers the interests of members’ close relatives 
and of staff with the authority to commit the institution to significant 
expenditure. This is something that other institutions could usefully 
consider. Subsequently, the Funding Council told us that all institutions 
now have registers of interest, are developing them, or are reviewing the 
need for them in the light of debate about their long-term strategic future. 
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Part 3: Performance measurement and 
information systems 


EX = This part of the report sets out the results of our examination of the use 
made within the sector of procurement performance measurement and 
management techniques, procurement management systems and management 
information. Our review examined the extent to which these reflect the key 
elements of procurement good practice (see Appendix 4 for further details of the 
methodology used), and covered: 


M@ the use made by institutions of performance measures and the central 
initiatives aimed at improving the use of such techniques; 


MM the use of procurement benchmarking within the sector; 


M@ the use of price monitoring within the sector; 


@ the quality of institutions’ procurement management information and the 
progress made by the sector in developing procurement management 
systems and management information systems; 


M the development of standardised commodity and supplier coding 
systems; and 


M the development of a procurement website and of electronic trading. 


E&] For each of these areas we examined current practices at institutions. 
Where the sector-wide “Procurement Strategy for Higher Education” includes 
initiatives relating to these areas (Figure 9, page 22), we also examined the 
progress made against the Strategy and the extent to which institutions had 


adopted sector-wide initiatives. 


Performance measurement 


EX) Routine management of the procurement function can provide information 
to support an informal assessment of procurement performance. In addition, 
appropriate performance measures can provide institutions’ management and 
governors with a more formal means to assess procurement performance, and to 
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Example 4: 


assure themselves that the procurement process is under control and contributing 
effectively to the institution’s goals. Furthermore, such measures provide a means 
by which senior management can take corrective action when required, allocate 
resources appropriately as workload and procedures change, and provide 
appropriate rewards and incentives to key individuals. In order to assess fully its 
effectiveness, procurement performance should be measured using both financial 


and non-financial indicators. 


EX} Our survey showed that a number of institutions assessed the performance 
of their procurement function in financial and non-financial terms. Eighty 
(63 per cent) of the institutions responding to our survey reported on the 
effectiveness of procurement activities and progress against objectives to senior 
managers and/or governors (paragraph 2.25 above). Seventy-one (89 per cent) of 
these institutions included in their reports details of improvements in 
procurement procedures, and 64 (80 per cent) included details ofimprovements in 
quality of products or services. Sixty-one (48 per cent) of the institutions 
responding to our survey identified the level of financial savings achieved, of 
whom 52 (41 per cent) provided us with details of the level of financial savings 
achieved through improved procurement practices in 1996-97. The level of 
savings is discussed further at paragraphs 4.30 — 4.34 below. 


EX] = Five of the eight institutions that we visited had attempted to measure the 
performance of their procurement function, and two institutions had also set 
related targets. Example 4 shows how one of the institutions visited had adopted 
both a financial and a non-financial performance measure. 





The use of performance measures and targets 


One institution had set its purchasing manager a target for financial performance which 
focused on the achievement of cost savings, and a non-financial performance measure 
relating to a widening of the purchasing manager's influence over the institution’s non-pay 
expenditure. This encouraged the manager to consider wider issues of value for money 
as well as short-term financial savings, the results of which were presented in an annual 
report to the audit committee of the institution's governing body. 





EX3 The “Procurement Strategy for Higher Education” includes an objective to 
develop and promote the use of procurement performance measures (Figure 9, 
page 22). The Strategy implementation plan set a target of recommending 
performance indicators and other performance measures to the sector by 
October 1996. The aim was that data should be available to monitor and report on 
progress through institutional comparisons by April/May 1997. 


Procurement in the English Higher Education Sector 


During 1996 the Central Purchasing Co-ordinator organised a number of 
workshops aimed at furthering the development of performance measures. This 
built on guidance issued previously to the sector by the Committee of 
Vice-Chancellors and Principals on “Purchasing Performance Appraisal” 
(December 1,995). More than 20 institutions participated in the development of 
29 core performance measures for which definitions were agreed by 
December 1996. The measures were sent in 1997 to members of the Association of 
University Purchasing Officers (Appendix 1) —- which includes staff at a majority of 
institutions — for consultation and feedback. The aim was that these 29 measures 
should be completed by all institutions on at least an annual basis and that the 
results should be co-ordinated and published. However, no formal guidance has 
been issued to all institutions since the 29 measures were agreed. 


EX We compared the performance measures developed by the sector with the 
HM Treasury Central Unit on Procurement (now known as the Treasury 
Procurement Group) guidance on “Measuring Performance in Purchasing”, which 
was published in March 1989. We found that a number of the measures 
recommended by the Committee of Vice-Chancellors and Principals, as well as the 
29 core performance measures, do not mect the criteria set down in the Treasury's 
guidance. In particular, the measures recommended place too much emphasis on 
the economy of the procurement function (for example, the cost of procurement) or 
on inputs to the procurement process (for example, the number of lead buyers), 
rather than on its efficiency or effectiveness. The Directorate of Procurement 
Development have subsequently indicated that they plan to review the 29 core 
performance measures in line with the HM Treasury guidance by July 1999. 


Procurement benchmarking 


EX} Benchmarking is a widely-used management tool through which 
organisations can compare aspects of their business performance against best 
practice, both within their own sectors or more widely. We found that some of the 
institutions that we visited were using benchmarking techniques to a limited 
extent (Example 5 overleaf), and some others were considering introducing the 
technique. At the time of our visits, however, it would have been too early for some 
of these institutions to be using the benchmarking tools recently released to the 


sector (see paragraphs 3.10-3.12 below). 
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Example 5: 


Procurement Benchmarking 
for Higher Education 





Using benchmarking to identify potential areas for improvement 


An estates manager received benchmarking data through the Association of University 
Directors of Estates, which was used to identify areas of the institution’s expenditure that 
varied significantly from the average. Such comparisons contributed to the institution's 
decision to initiate reviews of cleaning and security provision. 





ESt) The “Procurement Strategy for Higher Education” includes an objective to 
develop and apply benchmarking techniques to institutions’ procurement 
processes (Figure 9, page 22). The Strategy Group published and issued guidance 
on “Procurement Benchmarking for Higher Education” to the sector, together with 
an associated computerised toolkit, in September 1997. The guidance allows 
institutions to relate their procurement processes (for example, the management 
of suppliers) to external best practice standards, and then to introduce changes in 
process that will allow them to achieve the performance to which they aspire. It 
suggests that institutions could save £2 million a year by managing suppliers more 
effectively, and a further £1 million a year by processing orders more effectively. 


Ext A telephone helpline was provided to assist with implementing the 
benchmarking guidance, and the methodology was presented at the 
September 1997 Conference on University Purchasing, along with guidance on 
complementary benchmarking techniques produced by the Scottish and Northern 
Ireland Purchasing Consortium (Appendix 1). The computerised toolkit issued 
with the guidance was amended slightly by the Directorate of Procurement 
Development in December 1998 to assist institutions with implementation. At the 
same time, the toolkit was made available to institutions on the Strategy Group’s 
website (paragraphs 3.25-3.26 below). 


EXP) In addition, in December 1998 the Strategy Group added a complementary 
computerised toolkit to its website (paragraphs 3.25-3.26 below) that aims to 
assist institutions in assessing the level of influence their procurement function 
exercises over procurement decisions made in relation to key suppliers. The toolkit 
also allows institutions to analyse their expenditure according to the type of 
purchasing arrangements with different suppliers. The toolkit has the potential to 
enable comparisons between institutions for these aspects of their procurement 
function. The Strategy Group plans to issue further guidance during 1999 that will 
offer institutions a range of benchmarking options. A programme of workshops 
will support this updated guidance. 


Price monitoring 
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ESF] [n 1992 the predecessor body to the Higher Education Funding Councils for 
England, Scotland and Wales (the Funding Councils) agreed to fund a trial study of 
price monitoring within the university sector. Between July 1993 and 
February 1994, 15 universities participated in the trial study, using a price 
monitoring service (known as Pricetrak) run by Purchasing Index (UK) Ltd. An 
evaluation of the trial exercise for the Funding Councils in November 1994 
indicated that savings were possible from the process of price monitoring, but was 
unable to quantify reliably the scale of such savings because of variability in 
institutions’ data. The trial also indicated that, for institutions to achieve these 
benefits, they needed to improve their management information systems and data 
reporting. The Funding Council disseminated the lessons learned from the trial 
exercise to all institutions. The separate initiatives developed subsequently to test 
procurement management systems, including management information systems 
(paragraph 3.20 below) and the promotion of standardised coding (paragraph 
3.24 below), are addressing these issues. 


ERY] Following the completion of the first trial exercise and the enlargement of 
the higher education sector, the Funding Councils proposed in July 1995 to 
continue the initiative and broaden it to include 40 to 50 institutions. However, the 
response from institutions was not enthusiastic, and the Funding Councils decided 
not to provide further funding for the initiative. Comments made by institutions 
included: that price monitoring did not assess whole-life costs; and that there was 
a lack of commonality between the goods and services that institutions procured. 
Furthermore, they found that collecting monthly data on a range of products was 
excessive in terms of time and cost. This again reinforced the requirement for 
improved procurement management information systems. 


ERf) The Funding Council have subsequently sought to address perceived 
limitations in the technique of price monitoring, in particular their view that the 
trial exercise had identified differences between institutions without explaining 
the reasons for those differences, by developing guidance on benchmarking 
techniques (paragraph 3.10 above). Alongside this, the Funding Council have 
developed guidance on the use of whole-life costing techniques in response to 
comments from institutions on the trial exercise (paragraph 4.24 below). Atits first 
meeting in January 1996, the Strategy Group agreed that there was still value to be 
derived from price monitoring as a technique which could deliver benefits to 


institutions. 
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E&ty Building on the Funding Councils’ earlier trial exercise (paragraph 3.13 
above), the “Procurement Strategy for Higher Education” includes an objective to 
encourage price comparisons between higher education institutions and with 
other external bodies (Figure 9, page 22). The Strategy implementation plan 
proposed that work on encouraging price monitoring should be taken forward by 
the regional purchasing consortia, with one consortium piloting the use of price 
monitoring with the aim of reporting effectiveness by April 1997. This pilot has 
been overtaken by events, as three consortia have since subscribed independently 
to the Pricetrak service. The objectives for the Directorate of Procurement 
Development (Appendix 5) include taking forward work on price monitoring and 
evaluating the effectiveness of price comparison techniques. 


EXta Membership of the Pricetrak price monitoring service has varied since the 
Funding Councils’ trial exercise in 1993. Throughout this period there has been a 
core membership of six institutions. More recent signals indicate an increase in the 
level of interest in the benefits to be gained from the Pricetrak service, and there 
are currently 13 member organisations, including three consortia. The Director of 
Procurement Development informed us that, during 1998, there was also an 
increase in the comparative information included in the database. We found some 
limited use of price monitoring techniques at the institutions that we visited. For 
example, at one institution the information technology department regularly 
reviewed the prices offered by its main supplier against market prices and those 
offered by the regional consortium of which it was a member. 


Procurement management information 
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ES) Procurement management information can take a variety of forms, 
including: reports to the governing body and senior managers; budget reports to 
departments and faculties; and analysis of expenditure by, for example, cost 
centre, supplier and commodity group. The overwhelming majority (97 per cent) 
of institutions responding to our survey provided budget holders with a report that 
monitored non-pay expenditure, mostly (92 per cent) on a monthly basis. Over 
90 per cent of respondents were able to analyse expenditure by cost centre or 
supplier. In addition, 36 per cent were able to analyse expenditure by commodity 
group, with a further third planning to introduce the facility. Sixteen per cent used 
a supplier/commodity coding system (paragraph 3.24 below), with less than a 
third (31 per cent) currently planning to introduce such a system. The institutions 
that we visited generated management information on procurement from data 
available from their accounting systems. We found that shortcomings in 
management information had hindered some of the institutions that we visited in 
adopting other improvements in procurement such as performance measures. 
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EST) A survey in 1995 by the Joint Information Systems Committee (which is 
jointly funded by the Funding Councils and the Department of Education in 
Northern Ireland) confirmed that procurement systems remained one of the least 
developed areas of management information within the sector. In response to this 
and other information, the “Procurement Strategy for Higher Education” included 
an objective to assess and advise the sector on a bespoke information 
technology-based procurement management system (Figure 9, page 22). The 
original target was to issue guidance to the sector by Summer 1997. 


E22) During 1996, the project team for this new initiative developed a 
specification to meet the specific requirements of higher education, based on a 
1992 HM Treasury specification for government purchasing and supply systems. 
Following the evaluation in 1996 of available systems, the project team identified 
four alternative management systems that met the modified specification and 
selected these for trials at pilot sites. Two of these are stand-alone systems, the 
other two are capable of being interfaced with other existing finance systems. A 
trial stage was required because initial work indicated that the available systems 
could not deliver fully certain elements of the specification. It was therefore 
necessary to test the systems fully, including the required interfaces with other 
systems, and to demonstrate the benefits to potential users. Pilots for two of the 
systems were completed in August 1998. Implementation of another pilot began in 
April 1999, with the completion of the final pilot being subject to discussion with 
the institution concerned. 


ERs8 In April 1998, the Strategy Group advised institutions without a 
procurement management system to wait until after the trial implementation 
phase before making a decision to purchase one of the systems. In October and 
November 1998 the Strategy Group organised a series of regional “roadshows” to 
demonstrate the four pilot systems and to provide institutions with the opportunity 


to discuss progress on the initiative. 


E®2i The Strategy Group plans to issue guidance to institutions on selecting 
procurement management systems in June 1999. It plans to publish the outcome 
of the evaluations of all four pilot systems once the trials are completed. 


ER) We found that, while development work has been progressing on the initiative, 
a number of institutions have procured independently computerised management 
information systems. This has sometimes been as part of wider projects to update their 
financial systems, and in particular to ensure that they are Year 2000 compliant. 
Institutions’ selection of such systems is likely to have focused on their ability to process 
orders rather than on the extent to which the systems facilitate the wider management 
of their procurement activities. The Funding Council told us that, although the results of 
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the current trial would provide institutions with more information on suitable 
procurement management systems, they did not consider that this should have 
prevented institutions from taking decisions about such systems where this has 
fitted in with their wider requirements or differing timescales. 


Standardised commodity and supplier coding systems 


CODING SYSTEM FOR 
PURCHASING AND 
SUPPLY OPERATIONS 





E&Z] The “Procurement Strategy for Higher Education” also includes an 
objective to provide and maintain a standardised commodity coding service 
(Figure 9, page 22). Some institutions and regional purchasing consortia already 
use forms of commodity and supplier coding (paragraph 3.18 above), but these are 
generally not sufficiently detailed to support procurement management and do not 
enable inter-institutional analysis. The use of a standard set of codes for suppliers 
and commodities would allow comparison of procurement data at local, regional 
and national levels. The Strategy Group aimed to issue an advisory note to 
institutions in August 1996, which would be followed by the terms of subscription 
to the service by Autumn 1996. The production of a database of standard 
classifications and codes was completed in late 1996 and a draft report on the 
subject was produced for consultation and comment by potential users during 
1997. The Strategy Group issued guidance on standardised coding in August 1998. 
To encourage further the use of standardised coding, all four of the procurement 
management systems currently being piloted (paragraph 3.20 above) incorporate 
standardised coding facilities. 


Procurement website and electronic trading 
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Ef] In addition, the “Procurement Strategy for Higher Education” includes an 
objective to establish a nationally accessible electronic purchasing index or 
noticeboard on procurement (Figure 9, page 22). In June 1997, the Strategy Group 
approved an outline proposal for a procurement website, which institutions could 
access through their computer systems. The aim is that the website should provide 
a “one-stop shop” for procurement and procurement-related information 
generated by national, regional and other purchasing interest groups within the 
higher education sector. 


Ef The basic elements of the website were operational by the start of the 
1998-99 academic year and by December 1998 it contained several hundred 
pages of guidance, information and national and inter-regional purchasing 
agreements. Further developments will be added as they become available. A 
project working group has been established to monitor and report progress on the 
website project to the Strategy Group, which plans to carry out major reviews at 
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the end of the first and second years of the initiative. The Strategy Group expects 
that the website will increasingly become the main route for communications 
between themselves, the regional purchasing consortia and institutions: and the 
principal route for discussing procurement issues, and for the dissemination of 
associated information and guidance. 


The Strategy Group anticipates that in the longer term the website will 
evolve into a procurement management system, linking with institutions’ systems, 
with the ability to place orders and possibly link to payment systems. The website 
therefore has the potential to lead the sector towards full electronic trading. This 
links with another objective of the Strategy, to advise institutions on the use of 
electronic trading (Figure 9, page 22). Electronic trading is unlikely to be achieved 
during the two-year development period of the website project, although the 
proposed revised Strategy includes plans for a pilot facility to be available by 
late 1999. 


Conclusions on performance measurement and information 
systems 


Er From our examination ofthe measurement and monitoring of procurement 
performance within the sector we concluded that: 


Performance measurement 


M some progress has been made on sector-wide initiatives to improve 
formal performance measurement since the “Procurement Strategy for 
Higher Education” was issued. However, the developmental work 
undertaken by the sector has resulted in measures which focus primarily 
on economy and inputs to the procurement process, and no clear 
guidance has yet been issued to all institutions on how they might 
demonstrate the efficiency or effectiveness of their procurement activities. 
Our survey showed that a number of institutions have carried out 
evaluations of both financial and non-financial aspects of procurement 
performance, although some of the institutions that we visited did not use 
any procurement performance measures or targets. We note that the 
Directorate of Procurement Development intend to review possible 


procurement performance measures by July 1999; 
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at 


Procurement benchmarking 


institutions could make more use of benchmarking techniques to identify 
ways in which their procurement processes could be improved. The 
Strategy Group recognised the potential value of procurement 
benchmarking and issued guidance to institutions in September 1997. We 
note that the Strategy Group has recently issued an additional 
computerised toolkit that has the potential to enable comparisons 
between institutions for some aspects of their procurement functions. In 
addition, the Strategy Group plans to issue further guidance on 
benchmarking in 1999 that will be supported by a programme of 
workshops; 


Price monitoring 


following the earlier trial exercise in 1995, which indicated that savings 
were possible from the price monitoring process, the Strategy Group has 
moved its focus more to techniques such as the benchmarking of 
procurement processes and to whole-life costing, which measures overall 
value rather than purchase price only. We found that institutions have 
made limited use of price comparison. However, we note that there has 
been a recent increase in the level of interest in the technique among 
institutions and consortia, and that the Directorate of Procurement 
Development are taking the initiative further forward; 


Procurement management information 


the majority of institutions are able to generate management information 
such as reports for budget holders to support their procurement activities. 
Institutions could further develop such information by carrying out more 
detailed analysis of non-pay expenditure to identify common areas of 
spend across the institution. This should include the use of standardised 
commodity and supplier coding to assist with such analysis, in line with 
the guidance issued by the Strategy Group in August 1998; 


there is now good momentum behind a sector-wide initiative to improve 
procurement management systems, including procurement management 
information, at institutions. Progress to date has, however, been slower 
than was hoped for, and the ongoing development work has not prevented 
some institutions from independently replacing their computerised 
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management information systems, sometimes as part of wider projects to 
update their financial systems. We are concerned that it has taken longer 
than expected to develop systems which can be recommended to the 
sector, although we recognise that the Strategy Group has informed 
institutions of the systems that are included in the current trial; and 


Procurement website and electronic trading 


the new procurement website is an important and positive development. 
This has the potential to enable and encourage progress on other 
elements of the “Procurement Strategy for Higher Education” by making 
information on all aspects of procurement within the sector more easily 
available. The Strategy Group expects the website to become the main 
route for communications between the various organisations in the 
higher education sector with an interest in procurement, and in the longer 
term to move the sector towards electronic trading. 
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EEN This part of the report sets out the results of our examination of 


procurement practices in the sector, and the extent to which these reflect the key 


elements of good practice (see Appendix 4 for further details of the methodology 


used). Our review examined: 


the use of procurement expertise, including the influence of procurement 
specialists within institutions; 


the development of training and skills in relation to procurement; 


the use of regional and national purchasing agreements, and of approved 
suppliers; 


the financial control environment, including the extent to which 
competitive procurement processes are used; 


the use of whole-life costing techniques; 


the efforts made by institutions to assess and reduce the administrative 
cost of procurement; and 


the potential savings achievable from improved procurement practices. 


For each of these areas we examined current practices at institutions. 


Where the sector-wide “Procurement Strategy for Higher Education” includes 


initiatives relating to these areas (Figure 9, page 22), we also examined the 


progress made against the Strategy and the extent to which institutions had 
adopted sector-wide initiatives. 


EJ There has been a substantial increase in the level of procurement 
professionalism within institutions since the publication of our 1993 report on 


“University Purchasing in England”. Sixty-seven per cent of respondents to our 
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survey told us that they employed a specialist member of staff with lead 
responsibility for procurement. Of these specialists, over two-thirds (69 per cent) 
hold the diploma of the Chartered Institute of Purchasing and Supply. 


ZZ} We found that institutions with a higher level of non-pay expenditure were 
more likely to employ a specialist member of staff with lead responsibility for 
procurement. Ninety per cent of institutions with annual non-pay expenditure 
exceeding £25 million employed a procurement specialist, while only 53 per cent 
of those with annual expenditure below £25 million did so. Figure 10 summarises 
the reasons given by institutions for not employing a procurement specialist. 


Reasons given by FIG 1° 
institutions for not 


employing a specialist 


Reason given’ % of institutions 

member of staff with lead 

responsibility for Budget or institution too small 59% 
procurement . 
Procurement responsibilities are devolved* or form part of other jobs 27% 
Imminent merger of the institution 10% 
External assistance received 7% 
Reason not given 2% 
Notes: 1. Some respondents to the survey gave more than one reason for not employing a 
specialist member of staff with lead responsibility for procurement. 
2. A devolved structure does not necessarily preclude the employment of a specialist 
Source: National Audit Office member of staff with lead responsibility for procurement. 
survey of procurement practices 
at English higher education Figure 10 shows that the most common reason for not employing a specialist with lead responsibility 
institutions for procurement was that the institution or its budget was too small. 





EE] Where institutions employ a specialist member of staff with lead 
responsibility for procurement, it is important that their skills are used across the 
range of non-pay expenditure. This principle is reflected in the “Procurement 
Strategy for Higher Education” (paragraph 2.8 above), which aims to assist 
institutions secure effective procurement through the application of good 
procurement management to both recurrent and capital expenditure. We 
recognise that specialist procurement expertise may exist in other areas of the 
institution, such as estates. Where this is the case, the expertise of the institution’s 
specialist member of staff with lead responsibility for procurement should 
supplement that of the other members of staff. For instance, the procurement of 
equipment, furniture and other items required to fit out new buildings is an area 


where procurement managers can add value. 
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Example 6: 


EX3 9 We asked those institutions that employed a specialist member of staff with 
lead responsibility for procurement to indicate the areas of non-pay expenditure in 
which these staff were involved. We found that the involvement of such specialist 
staff covered, on average, less than half the institution’s non-pay expenditure. In 
particular, the role of the procurement specialist did not always extend to 
premises-related capital expenditure, library books and periodicals, and catering. 
Example 6 illustrates how a procurement specialist at one of the institutions visited 
had succeeded in extending their influence. For those areas of expenditure in 
which procurement staff had an involvement, we found that this typically covered 
some or all of the following aspects: selecting and/or advising on suppliers; 
drafting contracts and specifications; advising on compliance with European 
procurement regulations; conducting negotiations; and administrative tasks such 
as processing purchase orders. We note that the Strategy Group has recently 
added a computerised toolkit to its website (paragraphs 3.25 -3.26 above), which 
aims to assist institutions in assessing the level of influence their procurement 


function exercises over procurement decisions made in relation to key suppliers. 





Extending the influence of the procurement specialist 


At one institution, which operated a system of devolved budgeting, the purchasing 
manager co-ordinated procurement activity across the institution. For example, the 
purchasing manager provided departments with advice on suppliers, facilitated training, 
and identified savings targets for specific areas such as estates, catering, library, utilities, 
information technology and contracted-out services. This allowed the purchasing 
manager to exert influence over the procurement activities of a large number of budget 
holders. 





Training and skills development 
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Sd = The development and maintenance of procurement skills is important in 
achieving effective procurement. Procurement training should not be focused only 
on specialist procurement staff, but appropriate training should also be offered to 
staff with procurement responsibilities at departmental or faculty level within an 
institution. 


EX} We found that the institutions visited had made some progress in 
determining the training needs of staff involved in procurement, but that in some 
cases this progress was limited, particularly where the institution had a system of 
devolved budgets. At the two-thirds of institutions that provided us with an 
estimate of the number of staff who had received procurement training, on 
average 14 per cent of those staff who were able to authorise orders received 
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training in 1996-97. Furthermore, the level of funds committed to procurement 
training was low. On average, institutions spent £1,400 annually on procurement 
training provided externally, and £2,200 provided internally. 


EE} The “Procurement Strategy for Higher Education” includes an objective to 
improve procurement training and skills development within institutions, which is 
viewed by the Funding Council as one of the Strategy’s key elements. The Strategy 
plan covers: the development of a training strategy and training programme; and 
monitoring of the delivery of good practice in training and skills development 
(Figure 9, page 22). 


EET) The Central Purchasing Co-ordinator oversaw the development ofa suite of 
purchasing training courses that were made available to the sector between 1995 
and 1998. The courses were based on training skills analysis work carried out in 
conjunction with the Chartered Institute of Purchasing and Supply. However, the 
take-up of courses on offer was poor. 


REN Reasons given at the time for the lack of support were mainly concerned 
with the cost of attendance. Other problems at the time included the need to 
persuade institutional management of the value of releasing staff to attend 
courses. We also found that the courses may not always have been designed and 
marketed in a way that focused on the benefits to institutions of better trained 
procurement staff. Some institutions have begun to develop and run in-house 
courses, and the majority of the regional purchasing consortia have introduced 
training initiatives, but the Strategy Group has recognised that more still needs to 
be done in this area. 


ERP] [In November 1998, the Strategy Group established a new training and 
development programme. The Director of Procurement Development told us that 
the programme uses National Vocational Qualification (NVQ) training in 
procurement as a mechanism to cascade skills development through regional 
purchasing consortia and larger institutions in order to establish and to strengthen 
procurement networks as well as to develop skills. Furthermore, the Strategy 
Group has recruited a Deputy Director of Procurement Development with 
responsibility for professional development and who will lead the process of 
establishing the Strategy Group as an accredited NVQ Award Centre. Such 
developments are in line with the proposed revised “Procurement Strategy for 


Higher Education” (paragraph 2.9 above). 
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Use of regional/national purchasing agreements and approved 


suppliers 


Example 7: 


Use of regional/national purchasing agreements by 
institutions 


EEF) In order to achieve value for money, institutions need to assess the 
advantages of using regional and national purchasing agreements’ (Appendix 1) 
as an alternative to their own locally determined contracts and suppliers. We 
sought to establish the extent to which institutions were utilising regional and 
national agreements, as well as the extent to which institutions encouraged the use 
of approved suppliers. 


ERP Three-quarters (74 per cent) of institutions used national framework 
agreements established by the Combined Higher Education Software Team 
(CHEST) to purchase software, while vehicle hire (the least-used national 
agreement) was used by 15 per cent of institutions. On average, institutions with 
non-pay expenditure in excess of £25 million were more than twice as likely to use 
national framework agreements than those with non-pay expenditure of less than 
£25 million. We also found that, on average, 16 per cent of institutions’ non-pay 
expenditure was covered by regional or national agreements. And that the 
institutions visited were generally giving careful consideration to the use of 
regional and national purchasing agreements (Example 7), as well as locally 
negotiated contracts. 





Benefits of using purchasing agreements 


The purchasing manager at one institution recommended the use of particular regional 
and national agreements even though they did not necessarily offer the lowest price. This 
was on the basis that the agreements offered other benefits such as agreed terms and 
conditions and favourable maintenance terms, and that, overall, the agreements therefore 
represented better value for money. 





7  Notall goods and services, such as those of a one-off or specialist nature, may be available through consortia; and 
not all commodities lend themselves to procurement on a national basis. Distribution costs, for example, may mean 
that regional or local agreements deliver the best value for money. 


8 Such agreements include terms and conditions which define, or provide the framework for, the contractual 
relationship between the supplier and the institutions once an order has been placed. 
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Example 8: 


Joint Procurement Policy and 
Strategy Group 


Effective procurement in higher 
education 


Drafi jor Consuttation 
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Appraisal and approval of suppliers by institutions 


EET] Suppliers should be technically and commercially capable, financially 
sound, and able to execute the contract efficiently. By appraising both potential 
and existing suppliers, institutions can ensure that they deal only with reliable 
suppliers. We found through our survey that 79 per cent of institutions periodically 
assessed the performance of suppliers, with a similar proportion (71 per cent) 
assessing new suppliers before a transaction was entered into. Institutions that 
employed a specialist member of staff with responsibility for procurement were 
more likely to appraise suppliers than those institutions that did not employ sucha 
specialist. Example 8 illustrates an approach to supplier appraisal adopted by one 
of the institutions visited. 





An approach to supplier appraisal 


At one institution the purchasing department issued supplier satisfaction questionnaires 
on a random basis to user departments, and monitored returns to identify any trends in 
performance. Where a trend to poor performance was identified, the purchasing manager 
raised the issue with the supplier. If the supplier's performance did not improve, it was 
removed from the institution’s list of approved suppliers. This helped to ensure that the 
institution only dealt with reliable suppliers 





PEt By maintaining a list of approved suppliers, institutions can assist 
departments and faculties to select the most suitable supplier and encourage the 
aggregation of orders. Those taking procurement decisions should use suppliers 
on the approved supplier list unless there are clearly defined reasons otherwise. 


QRrd Highty-one per cent of institutions told us that they maintained a list of 
suppliers from which buyers were advised to make purchases, although only 
36 per cent of these institutions made use of the list a mandatory requirement. 
Approved supplier lists and supplier appraisals are included within the 
specification for the procurement management information systems for which 
trials are currently being undertaken (paragraph 3.20 above). Supplier appraisal 
is also covered in draft guidance on effective procurement in higher education and 
in a draft model procurement strategy for institutions (paragraph 2.21 above), 
both of which have been developed by the Strategy Group, and issued to the sector 
for consultation. In addition, the Director of Procurement Development told us that 
the Strategy Group is currently evaluating a national integrated database of 
suppliers for higher education, and that the NVQ training programme (paragraph 
4.12 above) includes an element on supplier appraisal. 
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The financial control environment 


92 


Level of expenditure 
at which institutions 

required formal 
competitive tenders 


Source: National Audit Office 
survey of procurement 
practices at English higher 
education institutions 


GET] Sound financial controls are important in ensuring that procurement 
processes comply with an institution’s financial policy and procedures, and that 
the propriety of such processes is maintained. We found that all the institutions 
visited had issued written guidance to staff on the financial procedures to be 
operated when procuring goods and services, although there was some scope for 
improvement in the guidance issued. For example, at one institution, the financial 
regulations were reasonably comprehensive, but lacked certain elements essential 
for good financial control over procurement, such as information on European 
Union public procurement regulations, including tender limits. At another 
institution, parts of the financial regulations were out of date and did not include 
procedures for formal tendering below European Union limits. 


EST) By establishing a requirement for written quotes or a formal tender at an 
appropriate level, institutions can control the extent to which competitive 
procurement processes are used, whether for the procurement of a one-off good or 
service, or the establishment of a longer-term supplier partnership. Our survey 
showed that the average level of expenditure above which institutions required 
those procuring goods and services to obtain two written quotes was £3,200, but 
that the level varied significantly, between £100 and £20,000. On average, formal 
tenders were required for expenditure above £24,500, but again the level varied 
significantly between institutions (Figure 11). 


[Figure 11. 
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Figure 11 shows that formal tendering levels varied widely between institutions. 
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EZ] We also found that 22 per cent of institutions that responded to our survey 
undertook a formal competitive tendering exercise only when the value of the 
contract exceeded £29,999, while nine per cent undertook such an exercise for 
contracts valued at less than £10,000. Institutions should set limits for formal 
tenders which ensure that competition is brought to bear, but which do not lead to 
excessive administrative costs. Suggested thresholds for tenders are included in 
the Strategy Group’s draft model procurement strategy for institutions 
(paragraph 4.17 above). Institutions need to ensure, however, that competitive 
processes are used for expenditure below the formal tender limit, by setting 
appropriate levels at which quotations are required. 


ZE3I We found that all the institutions visited had guidance on the use of 
competitive procurement processes, although as noted at paragraph 4.18 above 
this was not always comprehensive. At a number of institutions, such guidance 
included procedures for circumstances in which the institution had already 
established competitively tendered agreements with suppliers for the good or 
service in question, or where only one supplier was available. 


Whole-life costing 


EEF] Whole-life costing is a technique that is used to minimise the costs of a good 
or service over its whole life, rather than simply minimise the cost of the initial 
purchase. The principle of whole-life costing - recognising the lifetime costs of an 
acquisition by identifying the costs of operating and maintaining the good 
procured rather than focusing only on the initial purchase price - is intrinsic to 
many procurement decisions. The potential financial benefit that can be derived 
from the application of whole-life costing techniques was demonstrated at one of 
the institutions that we visited, which used such techniques to quantify the 
differences between leasing and renting options for photocopiers. Differences of 
up to £13,000 between the various options were identified. There is, however, an 
administrative cost attached to using whole-life costing techniques and it is 


therefore important that it is used appropriately. 


EEF} At the institutions visited, we found little evidence of the widespread use of 
whole-life costing techniques, although some institutions had adopted whole-life 
costing principles when making procurement decisions. For example, the estates 
department at one institution had considered the costs of maintenance when 
procuring air-conditioning equipment. We also found that, where such techniques 
had been used, they had not always been applied appropriately (Example 9 


overleaf). 
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Example 9: 





Inappropriate use of whole-life costing techniques 


One institution did not take account of the timing of cashflows when evaluating whether to 
lease or buy photocopying equipment. As a result, the institution decided to. lease the 
equipment. If the institution had applied a discount factor to the cashflows, to reflect the 
time value of money, this would have shown that purchasing was the more cost-effective 
option. However, in this instance, the difference in the net present value of the two options 
was small. 





The Strategy Group has developed guidance on whole-life costing to 
address the limitations that some institutions perceived in price monitoring 
(paragraph 3.14 above) and to promote the proper evaluation of options in 
reaching procurement decisions which secure value for money. The objective of 
the exercise was to create a practical methodology that would identify those 
elements of the procurement process which materially affect the cost of acquisition 
beyond the purchase price. A steering group comprising finance and procurement 
representatives from across the sector had oversight of the development of the 
guide, which the Strategy Group issued in October 1998. In addition, the Strategy 
Group’s guidance on “Equipment Procurement” published in August 1998 
includes an appendix on whole-life costing. The Strategy Group intends to follow 
up on the progress made by the sector in using the guidance during 1999. In line 
with these developments, the proposed revised “Procurement Strategy for Higher 
Education” (paragraph 2.9 above) includes an objective to encourage the use of 
whole-life costing techniques by institutions through presentations and 
workshops at each regional purchasing consortium. To date two workshops have 
taken place, and the Director of Procurement Development told us that more are 
planned. Furthermore, the Funding Councilis recent guidance on investment 
decision-making also relates to whole-life costing, and addresses issues raised in 
our report on “The Management of Building Projects at English Higher Education 
Institutions” (Appendix 2). 


\PMENT 
EROCURENENT 
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The administrative cost of procurement 


QE] There is an administrative cost associated with the procurement of all 
goods and services. Such costs, which can be small compared with the price of the 
good or service, are incurred at each stage of the procurement process, from 
specification of the requirement to payment of the supplier. We sought to establish 
whether institutions had attempted to calculate the cost of procurement, and the 
techniques that had been adopted to reduce this cost. 


ZEA Of the eight institutions visited, all demonstrated an awareness that there 
was an administrative cost associated with procurement and that it needed to be 
minimised. However, the progress made by the institutions in taking this issue 
forward varied. One institution had attempted to establish the administrative cost 
of procurement. Here, the purchasing manager had obtained an estimate from 
faculties of the cost of procurement based on the costed time of staff involved. This 
took into account the cost of ordering, the receipt of the goods, receipt of the 
invoice, verification of any capital expenditure, processing of the invoice and 
raising the cheque payment. 


PRs By aggregating orders, institutions can minimise processing costs and 
potentially benefit from bulk discounts offered by suppliers. In response to our 
survey, around two-thirds of respondents (64 per cent) told us that it was their 
policy to aggregate orders for some products. Nine per cent of respondents that 
operated an aggregation policy commented that this was routine for the majority 
or all of their goods and services. Where respondents were specific about the types 
of goods and services to which an aggregation policy applied, the most common 
areas were stationery paper and office supplies. At the institutions visited, we 
found examples of an aggregation policy operating in practice. At one institution, 
the purchasing manager reviewed draft business plans for departments and 
faculties to identify areas of common expenditure that would benefit from 
aggregation. The estates department had also developed procedures to aggregate 
particular orders, such as for smaller one-off jobs. At another institution, our 
review disclosed examples of departments recognising the advantages of 
aggregating orders (Example 10 overleaf). We found, however, that limitations in 
the management information systems at some of the institutions visited 
(paragraph 3.18 above) restricted the extent to which they were able to identify 
areas of non-pay expenditure to which a policy of aggregation could be applied 


(Example 11 overleaf). 
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Example 10: 


Example 11: 





The benefits of aggregating orders 


The chemistry department at one institution aggregated its various purchases for 
glassware into one block of expenditure for negotiation with suppliers, rather than placing 
many smaller orders. It also collaborated with other science departments to share 
information on supplier deals and to investigate opportunities for joint procurement. For 
instance, the chemistry and physics departments jointly ordered glass-blowing materials, 
resulting in financial savings for both departments. 








Limited management information can restrict the scope for aggregation of 
common orders 


At one institution, the absence of a link between the central accounting system and 
departmental records of orders made it difficult to identify spend across the institution with 
particular suppliers. Opportunities for aggregating orders were therefore limited to the 
level of an individual department. As a result, the institution was not able to harness fully 
its purchasing power. 





eT] The Strategy Group has emphasised the need for aggregation of orders 
where possible in its draft model procurement strategy for institutions and the 
draft guidance on effective procurement in higher education (paragraph 4.17 
above), both of which were issued to the sector for consultation in February 1999. 
The Strategy Group has also added existing guidance on the cost of procurement to 
its website (paragraphs 3.25-3.26 above). The Funding Council believe that 
improved use of procurement management information systems by institutions, 
which is promoted in the proposed revised “Procurement Strategy for Higher 
Education” (paragraph 2.9 above), will assist institutions in identifying those 
goods and services which would benefit from aggregation. 


EET] In October 1997, HM Treasury introduced a purchasing card for use in all 
government departments in order to reduce the administrative cost of 
procurement. Purchasing cards can be used to make purchases in person or over 
the telephone without the need to raise an order, thereby reducing the 
administrative costs associated with the purchase. Twenty-two per cent of those 
institutions responding to our survey told us that they made use of purchasing 
cards for the procurement of low-value items. We found that interest in the use of 
such cards varied at the institutions visited. Where institutions had considered 
introducing purchasing cards, they had evaluated this carefully. The cards were 
trialled before being rejected or accepted for use throughout the institution, and 
internal audit had contributed positively to the assessment of the results of such 
trials. 
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Savings achievable from improved procurement practices 


ZEIT) The higher education sector in England has realised financial savings in recent 
years as a result of improvements in procurement practices within institutions. In 
assessing the impact made by our 1993 report on “University Purchasing in England”, 
we estimated that the sector had achieved savings of around £38 million in 1994-95 and 
a further £53 million in 1995-96, of which around £20 million per annum was 
attributable to the impact of our report on awareness within the sector of the benefits to 
be gained from professional procurement. 


EESI To examine progress since then, we asked institutions what savings they had 
achieved through the operation of improved procurement practices in 1996-97. 
Fifty-two (41 per cent) of the institutions that responded to our survey provided us 
with such information. In total, these institutions achieved savings of £16.9 million in 
1996-97, representing an average saving of 1.28 per cent of an institution’s annual 
non-pay expenditure (Figure 12), or £325,000 per institution. We also found that 
25 per cent of institutions achieved savings of at least 1.5 per cent of their annual 
non-pay expenditure, suggesting that some further savings may have been possible if 
other institutions had adopted further improvements in procurement practices. 


Figure 12 Savings achieved by English higher education institutions as a percentage of non-pay 


expenditure in 1996-97 
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Source: National Audit Office survey of procurement practices at English higher education institutions 


Figure 12 shows the savings achieved by 52 institutions in 1996-97 through improved procurement practices. 
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EEF] Assuming that all institutions achieved the same level of savings as those 
institutions which reported on financial savings, then savings of around 
£42 million across the sector would have been realised in 1996-97. If all the 
institutions performing below a savings level of 1.5 per cent of non-pay 
expenditure had reached this level of savings, then the sector would have yielded 
additional savings of around £22 million. 


EEF Our survey showed that key factors influencing the level of savings achieved 
included the existence of a formal procurement strategy and employment of a 
specialist member of staff with responsibility for procurement. Where institutions 
had both these elements in place, they achieved average savings in 1996-97 of 
1.47 per cent of non-pay expenditure, compared to savings of 0.96 per cent 
achieved by other institutions. Other key drivers of savings included: the extent to 
which procurement specialists influence the different aspects of an institution’s 
non-pay expenditure; the use made of national and regional purchasing 
agreements; and the institution’s expenditure on training. The proposed revised 
“Procurement Strategy for Higher Education” (paragraph 2.9 above), which aims 
to assist institutions secure effective procurement through the application of good 
procurement management to both recurrent and capital expenditure, includes 
elements that encourage institutions to: develop a procurement strategy; improve 
the training and skills development of all those involved in procurement; and 
maximise the use of national, regional or local procurement agreements where 
these offer best value for money. 


EZ] Our evidence therefore suggests that there is scope for institutions to realise 
some further financial savings in future years from improved procurement 
practices. However, it should be recognised that the scope for savings will vary 
among institutions, as each institution will be at a different stage in its 
development of good practice. Furthermore, the scope for further savings from the 
practices identified at paragraph 4.33 will diminish as these improvements are 
made. 
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Conclusions on procurement practices 


EEE From our examination of procurement practices at institutions we 
concluded that: 


Procurement expertise 


the increase in the employment of professionally qualified staff with lead 
responsibility for procurement within institutions represents a significant 
development since our 1993 report; 


institutions could usefully widen further the span of influence of such 
members of staff, particularly in areas of non-pay expenditure such as 
premises-related expenditure, library books and periodicals, and 
catering supplies. In areas where procurement expertise already exists, 
such as estates, professionally qualified procurement staff can 
supplement such expertise; 


Training and skills development 


institutions have made some progress in identifying the procurement 
training needs of staff, and in ensuring that those involved in procurement 
develop the necessary skills. However, the Strategy Group has recognised 
that progress in this area has not been as rapid has was hoped for, and has 
established a new training and development programme based on the 
NVQ in procurement. It has also recruited a Deputy Director of 
Procurement Development with responsibility for professional 


development; 


The use of regional/national purchasing agreements and 
approved suppliers 


institutions are giving careful consideration to the use of regional and 
national purchasing agreements as well as locally-negotiated contracts, to 
ensure that appropriate arrangements are used to suit different types of 


procurement expenditure; 


while the majority of institutions periodically appraise the quality of 
existing and potential suppliers, more use could be made of these 
techniques, particularly in institutions which do not employ a member of 
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staff with specialist procurement expertise. We note that approved 
supplier lists and supplier appraisal are included within the specification 
for procurement management information systems for which trials are 


currently being undertaken; 


the majority of institutions maintain a list of approved suppliers to assist 
budget holders in selecting suppliers which offer value for money. 
However, there is scope for more institutions to make the use of such 
suppliers a requirement, unless there are clear reasons otherwise; 


Financial control environment 


all the institutions visited had issued written guidance to staff on the 
financial procedures relating to procurement, although there was some 


scope for improvement in this guidance; 


the level at which institutions required budget holders to use competitive 
procurement processes varied considerably, with some institutions 
adopting tender limits which were unlikely to result in the achievement of 
value for money in the procurement of goods and services. In addition, 
institutions’ written guidance did not always make it clear that such 
processes should be used unless there are clear reasons otherwise; 


Whole-life costing 


institutions need to make more systematic and appropriate use of 
whole-life costing techniques. In October 1998 the Strategy Group issued 
guidance on whole-life costing. This guidance, supported by practical 
workshops, should assist institutions in ensuring that those taking 
procurement decisions are aware of the principles of whole-life costing, 
and that the techniques are applied appropriately; 


The administrative cost of procurement 


institutions have an awareness that there is an administrative cost 
associated with the procurement of goods and services. Some have 
attempted to reduce these costs, in particular through the aggregation of 
common orders; 
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Savings achievable from improved procurement practices 


the higher education sector in England has realised financial savings in 
recent years as a result of improvements in procurement practices within 
institutions. In assessing the impact made by our 1993 report on 
“University Purchasing in England”, we estimated that the sector had 
achieved savings of around £38 million in 1994-95 and a further 
£53 million in 1995-96. In addition, our survey evidence suggests that 
savings of around £42 million would have been realised in 1996-97, 
assuming that all institutions achieved the same level of savings as those 
institutions which reported on financial savings in that year; 


however, our evidence also suggests that there is scope for some 
additional financial savings to be achieved through improved 
procurement practices. Some 25 per cent of the institutions which 
reported on financial savings in 1996-97 achieved savings of 1.5 per cent 
or more of their non-pay expenditure. If all institutions performing below 
this level had reached the same level, then the sector would have yielded 
additional savings of around £22 million; and 


while further savings should be possible in future years, the scope for 
savings will vary among institutions, as each institution will be at a 
different stage in its development of good practice. The scope for further 
savings will also diminish as institutions improve their practices. 
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Appendix 1 


Organisations in the United Kingdom higher 
education sector with an involvement in 


procurement 


Funding bodies 


Higher Education Funding Council for England (HEFCE) 


Scottish Higher Education Funding Council (SHEFC) 


Higher Education Funding Council for Wales (HEFCW) 


Professional bodies 


Association of University Purchasing Officers (AUPO) 


Chartered Institute of Purchasing and Supply (CIPS) 


Sector representative bodies 


Organisation 


Committee of Scottish Higher 
Education Principals (COSHEP) 


Committee of University Chairmen 
(CUC) 


Committee of Vice-Chancellors and 
Principals (CVCP) 
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Nature of organisation 


The representative body of the heads of 
the Scottish higher education institutions. 


Provides a forum for discussion for the 
chairmen of universities’ governing 
bodies. The CUC make representations to 
the Government and other organisations 
on matters within the remit of governing 
bodies. 


Consists of the executive heads of all the 
universities in the United Kingdom. The 
CVCP exists to promote, encourage and 
develop universities. 
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Consortia Chairmen, Secretaries and A group designed to provide a 

Co-ordinators (CCSC) consultative and advisory link between 
the Joint Procurement Policy and 
Strategy Group and the regional 
purchasing consortia and their members. 


Standing Conference of Principals Consists of the Principals and Directors 

(SCOP) of the colleges and institutions of higher 
education funded by the Higher 
Education Funding Councils for England 
and Wales. 


Regional purchasing consortia 


England 


London Universities Purchasing Consortium (LUPC) 
Midlands Universities Purchasing Consortium (MUPC) 

North Eastern Universities Purchasing Group (NEUPG) 
North Western Universities Purchasing Consortium (NWUPC) 
Southern Universities Purchasing Consortium (SUPC) 


Scotiand and Northern Ireland 


Joint Consultative and Advisory Committee on Purchasing (JCACP) 


Wales 


Higher Education Purchasing Consortium, Wales (HEPCW) 
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National and inter-regional purchasing working groups 
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Organisation 


Consortium for Higher Education 
Energy Purchasing (CHEEP) 


Combined Higher Education Software 
Team (CHEST) 


Inter-University Purchasing Committee 
(IUPC) 


National Information on Software and 
Services (NISS) 


National Postal Distribution and 
Supplies Working Party (NPD&SWP) 


National Universities Working Party on 
Electronic Components (NUWPEC) 


National Working Party on Laboratory 
Supplies (NWPLS) 


The Libraries Supplies Group (TLSG) 


The University Catering Officers 
(TUCO) 


Universities and Colleges Information 
Systems Association Hardware Group 
(UCISA Hardware Group) 


Vehicle Hire Discussion Group (VHDG) 


Specialism 


The supply of energy and utilities. 


The procurement of software and 
other related products. 


The procurement of compressed and 
liquid gases, industrial and special 
gases. 


The exchange of computer-related 
information. 


The procurement of postal and mailing 
services. 


The procurement of electronic 
supplies, tools and components. 


The procurement of laboratory 
supplies, products and services. 


The procurement of library materials, 
particularly journals and books. 


The procurement of food and beverage 
supplies. 


The procurement of computing 
hardware, systems and supplies. 


The establishment of advantageous 
terms nationwide for vehicle hire. 
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Appendix 2 

Recent National Audit Office reports 
covering procurement issues in the higher 
education sector 


University Purchasing in England (HC 635 Session 1992-93, 
published May 1993) 


This covered: how universities ensured proper control over purchasing and stores; 
the extent to which purchasing and supply arrangements achieved value for 
money savings and avoided waste; and whether effective steps had been taken to 
foster and develop good purchasing structures and practices. The Committee of 
Public Accounts held a hearing on the Comptroller and Auditor General’s report in 
December 1993 and published their report in March 1994 (15" Report 1993-94, 
HC 124). 


The Management of Teaching and Research Equipment in 
Scottish Higher Education Institutions (HC 432 Session 
1995-96, published June 1996) 


This examined how institutions managed teaching and research equipment, in 
order to identify good practice and to suggest how improved management might 
be promoted. In particular it covered how institutions planned to meet their 
equipment needs, and acquired and managed equipment through the life-cycle. 


The Management of Building Projects at English Higher 
Education Institutions (HC 452 Session 1997-98, published 
January 1998) 


This examined the way in which higher education institutions planned, managed 
and implemented their building projects. The examination included consideration 
of whether procurement practices within institutions helped to ensure propriety 
and value for money in relation to placing contracts for the construction and fitting 
out of new academic buildings. The Committee of Public Accounts held a hearing 
on the Comptroller and Auditor General’s report in February 1998 and published 
their report in May 1998 (40" Report 1997-98, HC 558). 
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Appendix 3 
Summary of relevant recommendations 

made by the Committee of Public Accounts 
(PAC) 





PAC concern 


University Purchasing in England 
15th Report 1993-94, HC 124 


PAC recommendation 


Procurement practices at institutions (Paragraphs 3 (i) and (ii)) 


@ We note that considerable progress has 
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been made in improving purchasing 


practices at many institutions, and... that 


this is partly the result of initiatives and 


guidance from the Funding Council and 


the Committee of Vice-Chancellors and 
Principals (CVCP). 


Treasury Minute response 


15th Report 1993-94, Cm 2577 


(Paragraphs 1-3 and 5) 


@ We...note that many initiatives have yetto MM The Department accept that there is 


be implemented fully, and that sustained 
effort is required if the significant savings 
possible are to be achieved. 


The Funding Council should liaise closely 
with institutions to promote early and 
sustained improvements in value for 
money from purchasing and supply 
arrangements. 


scope for further improvement. This is 
primarily for institutions which should be 
encouraged to sustain their efforts. Both 
the Funding Council and the CVCP have 
a part to play in this process. The 
Department and the Funding Council 
welcome the CVCP's proposal to survey 
institutions’ policies and practices during 
Winter 1994-95. 


The Funding Council share the 
Committee's view that liaison with 
institutions is the appropriate manner in 
which to promote value for money. They 
will continue to work jointly with the 
representative bodies within the sector, 
the CVCP and the Standing Conference 
of Principals (SCOP), to that end...the 
Funding Council ...published in 
February 1994 the second purchasing 
guide Good Management of Purchasing. 
They...also organised a programme of 
regional workshops...in February and 
March 1994. 


In December 1993 the CVCP published 
an Action Plan on Purchasing, stating how 
far each of the findings in the Comptroller 
and Auditor General's report had been 
acted upon. The programme outlined in 
the Plan is being pursued rigorously and 
monitored by the CVCP. 


continued... 
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PAC concern PAC recommendation Treasury Minute response 

Financial control (Paragraphs 3 (iv) - (vii)) (Paragraphs 7-12) 

@ We are surprised at the large numbers of ™ It is essential that senior management at M&! The Department note the concerns raised 
staff throughout the university sector with institutions keep a close oversight of their by the Committee about the organisation 
purchasing responsibilities. purchasing and supply functions in order and management of purchasing within 

™@ Weare concerned that not all institutions to ensure value for money and the individual institutions. Such arrangements 
had placed strict limits on the value of any prevention of fraud. within institutions are the responsibility of 
one requisition that can be raised without the management of the institutions 
the authorisation of a senior member of themselves. Both the Funding Council 
staff. We are also concerned that in some and the CVCP are seeking to encourage 
universities there were lapses from the better practice and will continue to do so. 
fundamental requirement that an invoice @ The Funding Council share the 
should be authorised for payment by a Committee's view that oversight of 
different person to that raising the related purchasing by senior management is 
purchasing order. essential and also that separation of 


duties within the purchasing cycle is a 
fundamental requirement of financial 
control. From 1 August 1993, the Audit 
Code of Practice requires internal auditors 
to give an opinion on the adequacy and 
effectiveness of the internal control 
system. 


@ The devolved budgetary systems in place 
in universities mean that there are large 
numbers of staff with purchasing 
responsibilities. The CVCP do 
accept...the importance of ensuring 
proper financial control in universities. 
The Action Plan on Purchasing provides 
purchasing principles which the CVCP 
expect universities to follow. The CVCP 
recommend that institutions ensure, within 
budgeting rules, that there is a clear 
definition of the roles and responsibilities 
of staff involved in purchasing and 
appropriate separation of duties. 


@ We note that the Funding Council ™@ We look to the Funding Council to remind i The Department have already made clear 
acknowledge that these are serious institutions of the importance of taking to the Funding Council the importance of 
weaknesses in financial control and that immediate action on audit reports of this follow up action as soon as financial 
they did take follow up action. But we kind. control weaknesses are identified. 


consider it unsatisfactory that such 
important financial control weaknesses 
were not remedied more quickly. 


continued... 
ae 


67 


Procurement in the English Higher Education Sector 





PAC concern PAC recommendation 


Treasury Minute response 





(Paragraphs 7-12) continued 

@ From 1 August 1993, the Audit Code of 
Practice requires institutions and, if 
necessary, their auditors to report all 
serious weaknesses to the Funding 
Council. Audit committees within 
institutions must now also provide the 
Council with copies of their annual 
report...Where serious weaknesses are 
identified the Council will continue to 
encourage institutions to take action and 
monitor the action taken to ensure it is 
successful. Reassessments of financial 
procedures may take some time to 
complete, but it is accepted that this 
process should be completed as soon as 
possible. 


@ The Funding Council are confident that in 
respect of the contro! weaknesses 
identified, institutions have initiated 
immediate remedial action to strengthen 
controls and improve understanding of 
internal procedures. 


Auait (Paragraphs 3 (viii) and (ix)) 
®@ We note that...the number of universities 


(Paragraphs 13 and 14) 
@ We recognise the scope for internal audit M™ The Funding Council support fully the 


with audit committees and an internal 
audit function has greatly increased, 
encouraged by the Code of Practice 
introduced by the Funding Council. We 
also note that to date, internal audit have 
concentrated primarily on probity issues, 
and that value for money remains largely 
to be addressed. 


work in the value for money area and look 
to the Funding Council and universities to 
encourage development of this important 
work as soon as possible...this extension 
of the scope of internal audit should not 
be achieved at the expense of the work 
currently undertaken on the main financial 
accounting and control systems. 


Committee's recommendation that the 
overriding concern of institutional audit 
committees should be financial control 
and systems. The Funding Council also 
agree that institutions should now give 
further consideration to value for money 
within institutions and have made it a 
requirement of the Audit Code of Practice, 
operational from 1 August 1993, that audit 
committees satisfy themselves that 
arrangements are in place within 
institutions to promote value for money. 


continued... 
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8 en a 
PAC concern PAC recommendation 





Treasury Minute response 
(Paragraphs 13 and 14) continued 
@ The Funding Council, together with the 
| Scottish Higher Education Funding 
Council, the Higher Education Funding 
Council for Wales and the Department of 
Education for Northern Ireland have 
established a Joint Value for Money 
Steering Group to further the promotion of 
value for money studies throughout the 
sector. The role of the Group is to guide 
and co-ordinate the Funding Councils’ 
future value for money initiatives within the 
sector. The Funding Council are also 
making available resources to promote 
local and national studies under the aegis 
of the Joint Value for Money Steering 





Group. 

Management and Administrative Computing Initiative (Paragraphs 3 (x) and (xi)) (Paragraphs 15, 16 and 18) 

@ We note that many aspects of good @ ...the Funding Council should do @ The Department, the Funding Council and 
purchasing and supply depend upon everything practicable to ensure that the CVCP all share the Committee's view 
reliable computing systems, purchasing should benefit from the that reliable computing systems, 
comprehensive management information improved availability of management comprehensive management information 
and performance indicators...we note information under the Initiative as soon as and performance indicators have an 
with concern that the 1988 Management possible and that further slippage in the important role to play in underpinning 
and Administrative Computing Initiative implementation of the Initiative is decisions, including those for purchasing 
has yet to make an impact on the prevented. and supply. It is up to institutions to 
purchasing function and that essential ensure that their present systems are 
common coding systems have not been adequate to their needs. 
established. H The Management and Administrative 

@ We note the Funding Council's assurance Computing Initiative (MACI) was 
that the Initiative will be fully in place by designed to promote the widespread 
the end of 1994-95. development of improved systems... The 


original specification for MACI did not 
contain a requirement for information 
specifically for purchasing. Some (groups 
or) families (of institutions) have now 
decided to include this and are 
establishing representation on one of the 
CVCP's Purchasing Planning Teams 
which is examining management 
information systems. 


continued... 
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PAC concern PAC recommendation Treasury Minute response 


(Paragraphs 15, 16 and 18) continued 

@ A review of MACI was undertaken by the 
National Computer Centre Ltd during late 
1993. It was confirmed that in the main, 
software development would be 
completed by the end of 1994-95. The 
Funding Council will continue to monitor 
the delivery of software products and 
encourage their timely implementation 
where appropriate. The rate of 
implementation depends on individual 
institutions but in general is planned to be 
completed by the end of 1996. The 
Funding Council look to institutions to 
ensure that suitable systems are in place 
‘to offer the necessary assurances of 
control and the value of management 
information, both internally and externally. 


Stock control (Paragraphs 3 (xii) and (xiii)) (Paragraphs 19 and 20) 

@ We note that with devolved accountability B The Department note the Committee's 
within universities, many departments and concerns. Both the Funding Council and 
schools have their own independent the CVCP are encouraging institutions to 
stores. We are concerned...at the lack adopt best practice. The Funding Council 
within universities of comprehensive stock share the Committee's view that senior 
keeping policies. management should consider stock 

™ We are also concerned that no one ™ We recommend that such arrangements policies in the context of their overview of 
person in universities had responsibility are established and operated in all purchasing... The Aualit Code of Practice 
for overseeing all stores and stock control universities. requires internal control systems, which 


include stock keeping arrangements, to 
be examined by institutional internal 
auditors. 


matters and for ensuring that 
unnecessary stock holdings are avoided. 


@ The purchasing guide, Good Purchasing 
Practice, which was published by the 
Funding Council in February 1994, 
provides guidance on stores 
management. It highlights the 
importance of stock reviews, developing 
stock keeping policies and avoiding 
unnecessary duplication of stores within 
institutions. The Action Plan on 
Purchasing directs institutions to this 
guidance and the CVCP are monitoring 
their response, with a view to 
disseminating examples of good practice. 


continued... 
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PAC concern 





PAC recommendation 


Achievement of value for money savings (Paragraphs 3 (xiv) and (xv)) 


@ We note the absence of arrangements 
within the university sector to report 
efficiency savings achieved in the 
purchasing field. 


@ We note the acceptance by the higher 
education sector that savings of at least 
five per cent are achievable from 
improved purchasing practices, 
equivalent to over £30 million each year 
for the old universities sector in England 
alone. 


@ We recommend that reporting and 
publication of achievements should 
become the routine in all institutions. 


@ We look to the Funding Council to ensure 
that the momentum to achieve that 
objective is maintained throughout the 
expanded university sector. 


Price comparisons (Paragraphs 3 (xvi) and (xvil)) 


@ We note the significant variations in the 


prices paid by universities for comparable 


items and we consider it important that 
these variations should be investigated 
thoroughly. 


™ We note with interest the purchasing trial 


being conducted at 15 institutions, and 
the Funding Council's expectation that 


institutions will carry it forward should the 


trial prove its value. 


™ We recommend publication in 1995 of 
inter-university comparative data on 
prices paid for a substantial basket of 
goods. 


@ .. we look forward to this becoming a 
regular feature of management practice. 


Treasury Minute response 


(Paragraphs 21 and 22) 

@ The Funding Council welcome this 
recommendation, that the reporting of 
institutional savings should form part of the 
information provided to both senior 
management and committees in institutions, 
and the actions of the CVCP in taking this 
forward. The Action Plan on Purchasing 
draws institutions’ attention to the Central Unit 
on Procurement Guidance Note 14, 
Measuring Performance in Purchasing, and 
the CVCP are monitoring their progress in 
capturing and reporting savings information. 
The CVCP are currently examining options 
for improved performance appraisal with a 
view to providing guidance shortly on how 
this might best be done. 


@ The Funding Council believe that the 
potential for further savings, through 
improved purchasing practices, is now 
widely recognised within the sector. The 
Funding Council have already taken 
action to maintain the momentum towards 
the achievement of savings but savings 
will, of course, take time to achieve. The 
support and guidance offered by the 
recent initiatives and the strengthening 
role of the Regional Purchasing Consortia 
and nationally co-ordinated inter-regional 
groups, who negotiate arrangements with 
suppliers on behalf of the institutions they 
serve, will drive this work forward. 


(Paragraph 23) 

™ The Department and the Funding Council 
share the Committee's view on the potential 
value of comparative purchasing data within 
the sector. A full evaluation of the trial will be 
completed in early 1995. The Funding 
Council, in consultation with the CVCP, will be 
considering the most appropriate manner in 
which to take this forward, in the light of the 
evaluation. Publication of full comparative data 
will depend on decisions taken at that stage 
which would have regard to cost-effectiveness 
and administrative implications. 


continued... 
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PAC concern PAC recommendation Treasury Minute response 


CVCP Central Purchasing Co-ordinator (Paragraph 3 (xviii) 
B® The role of the Committee of 

Vice-Chancellors and Principals' Central 

Purchasing Co-ordinator appears to us to 

be fundamental to the achievement of 

savings from the expanded university 

sector. We note that this role has been 

enhanced, could grow further and that 

alternative methods of funding the 

appointment are being considered. 


(Paragraph 24) 

@ The Department and the Funding Council 
share the Committee's perception that the 
CVCP's Central Purchasing Co-ordinator 
has a key role to play. The principal 
contribution of the Central Purchasing 
Co-ordinator's office, which is funded by 
the central levy on the CVCP members, is 
to act as a vehicle for disseminating good 
practice, offering advice, facilitating 
training and encouraging improvements 
at institutional and consortia level. As a 
result the conditions are being created to 
help ensure cost reductions through 
better purchasing practice. Increasingly 
the Co-ordinator's office is involved in 
purchasing negotiations by setting up 
national agreements and arrangements. 
As improvements are introduced, there 
will be clearer opportunities for achieving 
and for measuring savings. 


The Management of Building Projects at English Higher Education Institutions 
40th Report 1997-98, HC 558 40th Report 1997-98, Cm 4021 


Project appraisal (Paragraph (ii) 
® \tis worrying that there were significant 


(Paragraph 13) 
® We look to the Funding Council to publish m& The Funding Council plan to issue revised 


weaknesses in the option appraisals 
undertaken by institutions, and that these 
were not carried out in any scientific 
manner. 


their revised guidance on option appraisal 
without further delay, and to ensure that 
this reflects the appraisal techniques 
contained in the HM Treasury's guidance, 
tailored to reflect the particular 
circumstances of higher education 
institutions. 


guidance on option and investment 
appraisal in Autumn 1998, after 
consultation with the higher education 
sector. This guidance will take full 
account of the 1997 HM Treasury 
guidance, tailored to reflect the particular 
needs of the higher education sector and 
including examples specific to higher 
education. 


continued... 
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PAC concern 


PAC recommendation 








Project implementation (Paragraphs 4 (vi), (vii) & (x)) 
@ We are concerned that techniques such & We look to the Funding Council to 
as whole-life costing and value engourage institutions to make use of 
engineering had not been widely applied these techniques. We acknowledge the 
by the institutions visited by the National Funding Council's previous work on 
Audit Office (NAO), and that opportunities whole-life costing in the context of energy 
for savings may have been missed. management, and welcome their intention 
to produce more generic guidance in this 
area. 


™ Weare concerned about the weaknesses MM The Committee note that the Funding i 
in institutions’ procurement procedures for Council have now undertaken a survey on 
building projects, including failure to meet institutions’ tendering procedures and that 
the requirements of European Community they intend to follow this up through 
competition directives, and a lack of cyclical visits to institutions. We stress the 
formal tender procedures. importance we attach to institutions 

complying with relevant European 
legislation, and adopting appropriate 
tendering procedures. 

™ We are concerned that institutions are not Ml We recommend that the Funding Council 


encourage institutions to draw on the 
generic skills of their purchasing officers 
when undertaking building projects. 


making the best use of the skills available 
to them as regards procurement 
procedures for building projects in order 
to achieve the full potential for savings. 





Treasury Minute response 


(Paragraphs 17, 18 and 21) 
@ The Funding Council agree that the use of 


techniques such as whole-life costing and 
value engineering will enable institutions 
to demonstrate the achievement of value 
for money more effectively. They will 
continue to encourage the use of such 
techniques wherever appropriate. For 
example, the Council will be 
recommending that higher education 
institutions take account of the 'total cost 
of ownership’ of information technology 
(IT) equipment in making investment 
decisions in their value for money study 
on IT management, which is due for issue 
shortly. Work is also now in progress to 
develop guidance on the costs and 
benefits of value engineering within 
capital projects. 

The Funding Council seek to promote 
good procurement practices in a number 
of ways and have been disappointed to 
note the small number of failures to 
comply with European Union 
requirements. The Funding Council agree 
that European legislation must be 
followed. The use of full tendering 
procedures is clearly necessary to the 
achievement of value for money in capital 
projects. The Funding Council will take 
every opportunity to remind institutions of 
this through regular visits and their 
guidance and will make this a condition of 
future capital estates funding. 


The Funding Council agree that there is 
scope for purchasing officers to 
contribute to capital projects and will 
specifically encourage this through the 
guidance which they will be issuing 
following the NAO report and the 
guidelines for institutional auditors. 


continued... 
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PAC concern 


Governance (Paragraph 4(xii)) 
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The Committee are deeply concerned 
that governance arrangements at some 
institutions do not comply with best 
practice. In particular, some institutions 
do not have adequate arrangements for 
handling potential conflicts of interest. We 
regard it as unacceptable, for example, 
that ten per cent of institutions still do not 
have registers of interest. 


PAC recommendation 


@ We recommend that the Funding Council 


make it a mandatory requirement for 
institutions to have registers of interest 
and that this should be specified in the 
financial memoranda between the 
Funding Council and institutions. 


Treasury Minute response 


(Paragraph 23) 
@ The Funding Council note the 


Committee's recommendation. The 
governance arrangements at institutions 
are assessed during the Funding Council 
Audit Service's visits. Non-compliance 
with good practice is reviewed and 
recommendations made where 
appropriate, including for the 
establishment of registers of interest, 
which the Funding Council agree are part 
of a framework of good practice. The 
Council will identify and contact 
institutions that do not have registers of 
interest and agree the necessary steps to 
be taken. The Council's Audit Service will 
check that these steps have been taken. 


Appendix 4 
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Study methodology 


The key elements of the study methodology are set out below. 


Review of good practice 


M A review of published good practice available in the higher education 


sector and more generally, including: the 1993 HM Treasury Report 
“Organisation of Procurement in Government Departments and their 
Agencies”; the Government's 1995 White Paper “Setting New Standards - 
A Strategy for Government Procurement”; the HM Treasury and Cabinet 
Office 1998 guidance on “Efficiency in Civil Government Procurement”; 
advice issued by HM Treasury's Central Unit on Purchasing; the 
Committee of Vice-Chancellors and Principals’ and the Standing 
Conference of Principals’ guidance “Good Management of Purchasing”; 
and previous National Audit Office reports on procurement. 


A survey of procurement practices 


M@ A comprehensive survey of procurement practices at English higher 


education institutions. The postal survey was sent to the 137 higher 
education institutions which formed the English sector at 1 April 1998. By 
the cut-off date of 12 June 1998, 128 institutions (93 per cent) had 
returned the completed survey. Staff from the National Audit Office 
operated a help-line to provide assistance to institutions in completing the 
survey. A copy of the survey questionnaire form is reproduced at the 
Annex to this Appendix on pages 79 to 85. 


Visits to higher education institutions 


H@ Detailed examination of procurement practices at eight higher education 


institutions. 


aa eee eee eee reer rere ——— 


Aston University London School of Economics 
Bournemouth University University of Manchester 
University of East London University of Northumbria at Newcastle 
Homerton College, Cambridge University of Nottingham 


daar ee eee ee rere ——E—EEEoEo——== 
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These were selected to reflect the varying sizes, in terms of non-pay 
expenditure, of the institutions in the English higher education sector, and 
to include both old universities and institutions from the former 
polytechnics and colleges sector, as well as institutions that we visited as 
part of our 1993 examination on “University Purchasing in England”. We 
piloted our approach at two of the institutions visited. At each institution 
that we visited, we undertook a review of documentation relating to each 
institution's procurement practices and interviewed members of staff 
involved in the procurement process centrally and within departments. 
Each institution was provided with a management report which identified 
good practice, and made recommendations on any practices and 
procedures in need of further review. 


Visits to other relevant bodies 


A steering group 
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Discussions with the Higher Education Funding Council for England and 
the Committee of Vice-Chancellors and Principals. Visits to the five 
English regional purchasing consortia and two of the 11 national and 
inter-regional purchasing working groups (Appendix 1). 


Consultation with a steering group consisting of: procurement specialists 
from the higher education sector and from the procurement profession 
more generally; senior managers and finance staff from the sector; and 
other sector representatives. The group's role was to provide us with 
advice on the study at key stages of its development. The group met on two 
occasions: on the first, the study's scope and methodology, and the 
findings emerging from the two pilot visits were discussed; at the second, 
the emerging findings from the remaining six visits, the survey, and the 
visits to other relevant bodies were covered. 
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Annex to Appendix 4: Survey of 
Procurement Practices at English Higher 
Education Institutions 


A copy of the survey form issued by the National Audit Office to higher education 
insitutions in England is reproduced at pages 79 to 85. 
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PROCUREMENT IN THE 


ENGLISH HIGHER EDUCATION SECTOR 


PROCUREMENT ARRANGEMENTS AT THE INSTITUTION 








| 44 Does the institution have a formal procurement strategy? | 





In development [] 


1.2 If yes, has it been agreed by the governing body/Council? | 
Yes f=} 

















_ 13 Does it include: 








a. objectives for improving procurement activities? 
b. a long-term plan to achieve the objectives? 
ia a definition of the institution’s approach to 


procurement covering all non-pay spending areas? 
d. measurable targets? 


ey review of previous plans? 














2.1  Doesa senior manager have responsibility for the strategy? 


























Yes [| 
No N 
| 2.2 If yes, please indicate their title (tick the relevant box): | 
Vice-Chancellor fe] Finance Director BE 
Pro-Vice Chancellor ee Other (PLEASE SPECIFY) [| 
Secretary / Registrar [] aos 
3.1 Does the institution employ a specialist member of staff with | 
lead responsibility for procurement? 
Yes C] 
No [J 





3.2 If no, please give the reason below, and move on to Q 4.1. 
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IF YES AT Q3.1 
si aor What is his/her grade? 














b. Does s(he) have the Diploma of the Chartered Institute of Purchasing and Supply? 


Yes ied 
No [] 


a c. To whom does s(he) report? ee | 








Finance Director C] 1 Pro-Vice Chancellor 


el Es 


Director of Planning [_] 2 Other (PLEASE SPECIFY) 
Secretary /Registrar [] 3 








3.4 In what areas of expenditure are specialist procurement staff involved? 








- TYPE OF INVOLVEMENT - 


Advisory Managerial 
Administrative e.g. writing e.g. supplier 
e.g. purchase specifications, selection, drafting 
order EU compliance, contracts, 
processing advice on suppliers negotiation 





Capital expenditure: premises 
Capital expenditure: teaching 
Capital expenditure: research 
Maintenance 

Utilities 

Catering 


Cleaning 





Information systems 


Library books and periodicals 





Teaching supplies 


Supplies for administrative services 





ee CECE EVE TEE) 
i | 


Supplies for research 


me esis) east eb eb eel St 


For each type of involvement, 
please estimate the percentage 
of non-pay spend in which 


procurement staff are involved 





41 Does the institution have a management committee whose specific role includes 
oversight of procurement (for example, a purchasing committee)? 





80 


Procurement in the English Higher Education Sector 


4.2 If yes at 04.1, how often does this committee meet? (please tick) 
Monthly [| Once a year [] 


Every 2-4 months [al Less often than once a year [] 
Twice a year fe] 


MANAGEMENT INFORMATION AND REPORTING 
5.1 Arereports on the effectiveness of procurement activities and progress against objectives 
sent to senior managers and/or members of the governing body/Council? 


Yes ia] 
No [] 














5.2 a. If yes at Q5.1, who receives the reports? (please tick) 


Senior management team [| Audit Committee 
Purchasing Committee [_ | Other body (PLEASE SPECIFY) 
Finance Committee Oo 





[eile 











b. How frequently do they receive these reports? (please tick) 








Monthly oj Once a year 
Every 2-4 months [| Less often than once a year 


Twice a year [| 


OO 


5.3. Doreports on procurement include identification of the following: 


a. financial savings achieved, e.g. by negotiating improved 
contracts? 


IF SO, WHAT WAS THE LATEST ANNUAL VALUE OF 
THESE SAVINGS (TO THE NEAREST £1000): 





b. improvements in quality of products or services? 
re improvements in procedures? 


d. other outcomes? (IF YES, PLEASE SPECIFY BELOW) 

















Does the institution’s financial accounting system record transactions on a 


commitment accounting basis? 





Facility planned 








7. Does the institution use a standard supplier/commodity coding system as 
recommended by CVCP? 


Yes [] 
No C] 


Facility planned fal 
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Can expenditure be analysed by: 





a. cost centre? 
b. supplier? 
c. commodity group? 


d. consortia/non-consortia purchases? 











8.2 If any of these facilities have not yet been developed, please give reasons below. 








9. How frequently do budget holders receive reports monitoring non-payroll expenditure 
against budget? (please tick) 





Never [| Once a month fw] 

Once a week [J Every 2-3 months [] 

More than once a month, Less often than every 3 months pe) 
but less than once a week a 





10. Please quantify or estimate for the institution in 1996-97: 








Total non-pay expenditure, excluding depreciation and interest 
(to the nearest £1000) 


Number of suppliers 


Number of requisitions 





Number of orders 


Total number of full-time equivalent staff employed 
by the institution, including contract staff 


Total number of staff able to authorise orders 





Fees to purchasing consortia, agencies 


Cost of procurement training — internal 





Cost of procurement training — external 


Total number of staff who received procurement training 
(specialist staff and others with procurement responsibilities) 
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PROCUREMENT PROCEDURES 
11.1 Are there any goods and services for which the institution does not apply standard 
procurement procedures? 


Yes ea 
No [] 


ae If yes at Q11.1, please list the items or types of transaction which are not undertaken | 

















using standard procedures. 











12.1 Does the institution maintain a purchasing manual or buyers’ guide: | 





In 


development 





rte on hard copy? 


ie ee on campus network? 














12.2 If yes, how often is it updated (please tick)? 








More than once a year [| Every 2-3 years 


ay 


Annually [] Less often than every 3 years 


12.3 Does the institution maintain a Register of Interests | 


Yes ie 
No [| 


In development [| 














12.4 If yes, does the Register of Interests cover: 








Fr epeem governors /members of Council? 


relatives of governors /members of Council? 


senior staff with authority to enter into major financial 





commitments on behalf of the institution? 
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| 13. At what level of expenditure does the institution require: | 
aon 











_...at least two written quotes? | |... formal competitive tenders? 














> = oeae rag Me EEE, a ice Reo The reeuceebye seene, aay 
| 14. Does the institution have an official order form detailing its terms and conditions? H 


Yes [] 
No fe] 


ACHIEVING VALUE FOR MONEY IN PROCUREMENT 


15. Please give examples of any goods or services for which the institution has compared | 














the price with that paid by other organisations, inside or outside the higher education 
sector, within the last year. | 














16. Does the institution make use of any of the following national framework agreements: iret z | 





Framework Used as 
agreement used benchmark 





Electronic supplies and components through NUWEPC 
Industrial gases through [UPC 

Laboratory supplies through NWPLS 

Computer supplies through UCISA 

Software through CHEST 

Energy through CHEEP 

Catering supplies through TUCO 


Postal services through NPD&SWP 


Pareto i) ge) LI 
fel fetta), (el JERE 


Vehicle hire through VHDG 


| 17. Please tick below any regional purchasing consortia of which the institution is a member. 
LUPG ff] SUPC a a) 
NEUPG [] MUPC [ ] 
Nwupc [ ] Other bodies (PLEASE SPECIFY) [a 
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| 18. Please estimate the percentage of non-pay spend covered by consortia/national agreements. : 





“Yo 


19.1 Is it the institution’s policy to aggregate orders for any products? 
Yes CJ 
No ai 

19.2 If yes at 019.1, please give examples of the main products involved. 














a 


20. Does the institution make use of purchasing cards 
for low-value items? 


21.1 Does the institution maintain a list of suppliers from 
which buyers are advised to make purchases? 


21.2 If yes at Q21.1, is use of these suppliers mandatory? 


22. Does the institution periodically assess supplier performance? 











23. Are new suppliers assessed before a transaction is entered into? 





24.1 Since 1993, how many times has Internal Audit examined procurement issues? 
Never CJ 3-5 times CJ 


Once ia More than 5 times fa] 


Twice [ey] 


24.2 Of these, how many included consideration of value for money issues? 
None [| 3D [=] 


One [] More than 5 times [] 


Two rel 
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Appendix 5 


Objectives of the Directorate of 
Procurement Development 


Overall objective 


To deliver the Joint Procurement Policy and Strategy Group’s “Procurement 


Strategy for Higher Education”. This will involve working closely at local, regional 


and national levels with higher education institutions, the regional purchasing 


consortia, the Funding Councils and representative bodies. 


To deliver the implementation plan, monitor its delivery, measure and report the 


value delivered and recommend further action in the light of the monitoring. 


Specific activities and outcomes 


The Directorate will be required to: 
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maximise the benefit to be obtained from purchasing consortia by 
co-ordinating their activities, particularly in producing inter-regional and 
national agreements, and reporting on the savings and benefits achieved; 


establish and maintain a procurement noticeboard on the Internet which 
will encourage, amongst other things, national deals and equipment 
sharing. To monitor and report the savings achieved; 


collate the sector's work on procurement benchmarking and ensure 
regular institutional comparisons. To report annually to the Joint 
Procurement Policy and Strategy Group, including change over time; 


encourage and support implementation of procurement management 
information systems, and report annually on the value added; 


establish the use of price comparisons in one consortium and evaluate the 
effectiveness of price comparisons and the savings achieved; 
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M establish the scope for institutions to adopt national standardised 
commodity codes; 


Be take forward any roll out of the whole-life costing study, monitoring 
take-up and reporting on the benefits (including examples of good 
practice and avoidance of bad practice); 


M produce an updated training strategy. To monitor the take-up and 
implementation of the current training programme. To arrange seminars 
and workshops to address the training gap in the sector; 


M@ review the variety of bodies involved in procurement policy, strategy and 
implementation, and propose improvements to the Joint Procurement 
Policy and Strategy Group; and 


@ report annually to the Joint Procurement Policy and Strategy Group on the 
achievements of the Directorate of Procurement Development and the 
value delivered. 


The team will also advise the Joint Procurement Policy and Strategy Group on new 
developments in procurement as appropriate, whether these are consistent with 
the Strategy and deliver value for money, and on dissemination of good practice. 
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Reports by the Comptroller and 
Auditor General, Session 1998-99 
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The Comptroller and Auditor General has to date, in Session 1998-99, 
presented to the House of Commons the following reports under Section 9 
of the National Audit Act, 1983: 


Ministry of Defence: Modifying Defence Equipment.........................066 HC 24 
Overseas Operations, Governance and Management at 

SOULDAM PLO [NSCICULE cc cctea. s.cee- teresa nce eee emer eee ese oe cee ane ee HG 23 
The Flotation of Railtrack .....:-..-.saeeestaeneer eects sn; ee ee HG 25 
BBC World Service: New Financial Arrangements...................::00cceeee0s HC 26 
Ministry of Defence: Management of Office Space ................eeeeeeeeeeees HC 105 


The Final Accounts of Chessington Computer Centre, 
Recruitment and Assessment Services and the 


Occupational Health'and Satety AgenGyre ac ee HC 154 
Sales of Residual Loans to Housing Associations ...................:::000eeeee HGa 2 
Public Trust Office: Protecting the Financial Welfare of People 

with Mental Incapacity tantra an eee ccc eee ee eee HC 206 
How the Utility Regulators are addressing the Year 2000 Problem 

in. the, Utilities... <.c.ceeqn eae a eee ce Sern oer eee HC gee 
Arable Area, Payments SCO eM eeenee te oe ee Hse 2o 
The NHS in Scotland: Making the Most of the Estate....................0 HC 224 
Handgun surrender and Compensauowe «os ee HG 229 
Inheritance: Tax: A-Progress HepOrteeate.. 1) ce ee ce BO 250 
Audit of the Unemployment Assumption for the 

Marehi1999. BaudgetProjections rien. cate aesenmta es Serer ene HC 294 
Royal Brompton Hospital - Sale of North Block Site ...............eee. Howe 


Financial Management and Governance at Gwent Tertiary College...HC 253 
Audit of the General Budget of the European Union 


for 1997. and Related Developenmienis:,..,.ccr eee er eee eee HC2ig 
The Immigration and Nationality Directorate’s 

Casework Programme sre etomt team rete: ate een ie Gh rairegy 
The.sale of Railfreight Distribution 2 cee ce crneeeeteetee garceeeneee perenne ree HC 280 
Progress on measures to combat Housing Benefit fraud.................... HO319 
The Private Finance Initiative: The Contract to Complete and 

Operate the A74(M)/ M74 Motorway in Scotland......................e0 HC 356 
Investigation of alleged irregularities at Halton College................0.. HO 35h 
The. Red Ghannel 25,3325 sss ten taenemtedeeeetn se ares eee eee HC 358 
sale of CINMan by British, COa 1s yrccteecenet- soe oneneeee ee eee ee Boo 
The PRIME project: The transfer of the Department of Social Security 

estate to the private SectOr.-.2. pee teeee ces HC 370 
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The 1992 and 1998 Information Management & Technology 


Die eeplearn LN GUN Mc XOCIILLVOcatges icy toeacas its <iueis vei fecssvacstancasnusnns Hear 
Managing Sickness Absence in the Prison Service ..................cssseseeeees Here 
DST ENS Fe TREES) CTS) AEST UR RE i elect ene ara HC 402 
Giving Customers a Choice - The Introduction of Competition 

Uae ere Cts UIC Crad SG NVERL KOT eres tae deeccacettesiattsealivac«cestnuseendacesastes HC 403 


Arts Council of England: Monitoring major capital projects 
PIPE RONMLIVO RN CLOW LASEL OLY fee ences ce Cesena cosetas<elavtacsvasiencteciiss HC 404 


The PFI Contract for the new Dartford and Gravesham Hospital........ HC 423 
The Insolvency Service Executive Agency: 

Company Director Disqualification - A Follow Up Report............... HC 424 
Procurement in the English Higher Education Sector ......................6. HC 437 
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